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Cor Boonsfra of Phillips 
‘Don’t declare victoiy 
before you create weapons’ 
FT Interview, Page 14 
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Because of today’s 
PMSteSon of the IK Pre-Budget 
report, the FT Review of 
tofonnatxmT^^ 
now appear tomorrow 


WORLD NEWS 
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) Aznar authorises 
official talks 
with Eta allies 

Spanish prime minister Jos6 

Maria Aznar yesterday authorised 
talks between the government 
and aJBes of the Basque guerrilla 
group Eta. The separatists 
declared a ceasefire six weeks 
ago after 30 years' violence. 
Page 2 

Sued ex-wtfe guilty of murder plot 
An Italian court found Patrida 
Regglani Gucci, ex-wife of mur- 
dered fashion magnate Maurizio 
Gucci, gu3ty of plotting to mur- 
der him in 1995. She was sen- 
tenced to 29 years In jaA. Page 3 

Wnochet extr ad itio n request 

-- Spanish judge Baitasar Garz6n, 
y Who ordered the arrest of Chile’s 
Augusto Pinochet formally asked 
the Madrid government to seek 
the ex -dictator’s extradition from 
Britain. Page 2 

Rebels attack on eve of tabs 

Colombia’s leftwing guerrillas 
have attacked the national police 
only days before peace talks with 
the government are due to start 
Reports suggest up to 70 pofice- 
men and 10 civilians died and 
another 45 police were kid- 
napped when the Revolutionary 
Aimed Forces of Colombia 
attacked a town near the Brazil- 
ian border. 


Army ‘fomented Indonesia unrest 1 
Members of Indonesia’s military 
provoked last May's riots in 
which more than 1,000 people 
died, an independent commis- 
sion found. The inquiry called for 
a government probe Into two top 
officers, including ex-president . 
Suharto's son-in-law. Page 6 
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Hong Kong and EU In customs deal 
The European Union and Hong 
Kong agreed to crack down on 
drug trafficking, piracy and other 
offences. Page 4 

Nigerian ex-ruler to stand 
Olusegun Obasanjo, a former 
Nigerian ruler, is to seek nomina- 
tion to contest February's presi- 
dential elections. Gen Obasanjo 
is the only Nigerian military head 
of state to have ceded power to 
elected civilians. Page 8 

China detains fraud suspects 
Several people are being held In 
China over a $36m foreign 
exchange fraud. Two Guangdong 
Xlnhul Tourist Development Com- 
pany officials allegedly made 
false import declarations to buy 
foreign currency Wegally. 

Page 6 

Wreckage reveals another body 

Swedish police found the 
remains of another victim of last 
week's fire at a Gothenbiag 
disco, the discovery raised the 
death tod to 63. 

Paris baits out pig tamers 
The French government has had 
to find FFr150m (S27^m) of extra 
funds for pig farmers to head off 
countrywide protests over a col- 
lapse In pork prices. Page 3 

HK soccer players in court 
Five Hong Kong soccer players 
appeared in court on charges 
related to match-fixing, Including 
the rigging of a World Cup quali- 
fier. 


business news 


Surge in eurobond 
issues points to 
revival of demand 

Large-scale eurobonds wem 
Issued by US and European 
companies in the strongest sign 
yet that the European investor 
base is regaining an appetite for 
risk. Page 17; Bonds, Page 24 

MR Nabisco shares have risen by 
more than 20 per cent amid 
speculation that the US tobacco 
and food group is about to sell 
or spin off R.J. Reynolds Interna- 
tional, Its overseas tobacco busi- 
ness. Page .17 

SB, financial flagship of 
Sweden’s Wallenberg business 
empire, reported a third-quarter 
toes of SKr1.37bn (SI 76m) after 
taking heavy provisions for possi- 
ble lending losses in Russia. 
Page 20 

Kvaemer shares fell 17 per cent 
after the troubled Anglo- 
Norwegian engineering and ship- 
building conglomerate warned of 
a “significant weakening” In third- 
quarter results. Page 17 

Credit Suisse, one of the world's 
leading private banks; may with- 
draw from private banking 
operations In Japan and b 
reviewing its activities elsewhere 
in Asia. Page 21 

Soctttt Gtaftate da Suiwfau ca. 

the world’s biggest inspection 
and testing company, Is to cut . 
staff at Its Geneva headquarters 
to a bid to rebuild profitabfflty. 

Page 20 

Doma Karan, New York fashion 
house, warned that its 1998 prof- 
its might tal below expectations^ 
because of the downturn in 
demand from Asia. Page 18- 

MaQon Bank of the U6 and ABN 
Amro Bank of the Netherlands 
announced a global alliance to 
provide custody services. 

Page 18 

Cathay Pacific, Hong Kong-based 
airline, completed an outine pro- 
posal for taking a controlling 
stake In the troubled Phffipplne 
Airlines. Page 21 

Bangkok plans to contract out 
more than $1bn worth of essen- 
tial city services to private com- 
16 


Ssangyong, South Korean 
conglomerate, is to sell its main 
cement and oil refining busi- 
nesses to help it pay off debt 
21 


UBI. Malaysian toll road operator 
forced last year to bait cut Its 
troubled parent Renong, is to 
defer interest payments on loans 
totalling M$2-92bn ($768m). 

Page 17 

Viag may sell Its KBkner & Co 
logistics subsidiary. The move 
would mark a refocusing for the 
Munich-based power-to-telecom- 
munlcations conglomerate. 

Page 20 

Biro Prices 


euro currency zone, awnring forelffi 

exchange, bind and equfty nwfeBs. 
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Russia 
Yeltsin 
for moderal 
Page 15 
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Malaysia 
Media galvanise 
opposition to Mahathir 
Page 4 


HypoVereinsbank 
Bosses fail out over 
the east German losses 
Page 20 



Spain and Portugal cut interest rates 


By David Wide is Madrid 
aid Tta Burt in Stockholm 


Reductions bring euro zone convergence closer 


The pace of Interest rate 
convergence in the future Euro- 
pean sing le currency accelerated 
yesterday when Spain and 
Portugal announced cuts In inter- 
est rates. 

Sweden which will not join eco- 
nomic and monetary union on 
January 1, also cut its rates. Dan- 
mark, «T«> staying out of the sin- 
gle currency, is expected to fol- 
low suit tomorrow. 

The cuts follow a percentage 
point reduction in Italian interest 
rates last week. Of the euro zone 
countries, only Ireland, with a 
short-term rate of 5.75 per cent, is 


much adrift from the expected 
central convergence rate of 33 
per cent. 

Spain's 0.25 percentage point 
cut in Hs official benchmark rate 
- the second by the Bank of 
Spain in a month - brought the 
rate down to 330 per cent, just 
0.20 points above the German 
level. The Bank of Portugal cut 
its key repurchase pact rate by a 
quarter of a percentage point to 
3.75 per cent 

Spain’s previous half-point cut 
on October 6, opened a final con- 
vergence phase that will end 
when the European Central Bank 
tekftfi over the running of mone- 


tary policy on January 1. 

Analysts in Madrid said the 
decision to speed up the process 
of Interest rate alignment might 
enable the German Bundesbank 
- whose council is due to meet 
on Thursday - to make a sym- 
bolic rate cut before the end of 
the year. 

The Bank of Spain's decision 
came amid improved prospects 
for control of Inflation, confirmed 
yesterday by figures for factory- 
gate prices showing a 0.3 per cent 
drop in September and a IS per 
cent tell over the last 12 months. 

Henrik Lumholdt. Madrid- 
based economist at Bank of 


America, said the interest-rate 
cut was “warranted from an 
inflation viewpoint, but not from 
an economic viewpoint". 

Sweden's Riksbonk cut Its repo 
rate from 4.10 per cent to 3A5 per 
cent, as widely expected by the 
market. The central bank justi- 
fied the move by saying Inflation 
would fall below its 2 per cent 
target over the next 24 months. 

Bank officials added the weak- 
ening international economic 
outlook had helped reduce infla- 
tionary pressures by reducing 
capacity utilisation In Swedish 
industry. 

In Stockholm, some analysts 


predicted further Interest rate 
reductions in the near future. 
But others suggested the bank 
might delay further reductions 
until publication of Its next quar- 
terly inflation report in early 
December. 

Interest rate cuts in Sweden 
have also raised expectations in 
Norway that the central bank 
there might ease monetary policy 
following seven increases in 
interest rates this year. 

Denmark’s central bank is 
expected to announce a cut of 
0.15 percentage points to 4.5 per 
cent tomorrow. 

Capital Haricots, Page 24 
Currencies, Page 25 


ECB chief rejects 
political influence 
on monetary policy 


By Wolfgatg Hflndwti in Frankfurt 
and Nefl Buckley In Brussels 


Wim Duiseaberg, president of the 
European Central Bank, last 
night vowed to defend its inde- 
pendence and to resist interfer- 
ence from political leaders who 
have been calling for lower inter- 
est rates. 

While refusing to forecast 
future rates, Mr Duisenberg gave 
the strongest signal yet that 
European interest rates would 
converge to the PrancoGaman 
level of SJ5 per cent by the end of 
the year. 

And he gave an upbeat assess- 
ment of recent economic trends, 
in a strong » gw*i that the ECB is 
not too alarmed about the 
economic outlook. 

Speaking after a meeting of the 
ECB’s governing council, Mr 
Duisenberg set out dear limits 
over ' the"' extent' of policy 
cooperation between the central 
hpnTra and governments — a key 
request by Oskar Lafontaine. the 
German finance minister. 

He poured cold water on Mr 
Lafontaine 's proposal of 
exchange-rate target zones for 
the euro, the new single cur- 
rency, and the dollar. He also 
warned against attempts to 
weaken the HU’S stability and 
growth pact, which seeks to limit 
budget defldts. 

fit a direct reference to recent 
comments by political leaders, 
Mr Duisenberg said it was not 
uncommon far politicians to offer 
their opinion on monetary policy, 
but added; “It would be very 
abnormal for the suggestions to 
be listened to." His comments 


came a day after Gerhard Schra- 
der, the German chancellor, said 
it should become normal for poli- 
ticians and central bankers to 
have a public discussion of mone- 
tary policy. 

Mr Duisenberg argued that 
governments h»d the moona to 
reduce Europe’s chronically high 
unemployment through struc- 
tural reforms. “1 appeal to all 
political functionaries to recog- 
nise that monetary policy cannot 
solve the structural problems,’’ 
he said. He warned governments 
not to let up in their efforts to 
consolidate policy. 

Mr Duisenberg said the ECB 
governing council gave the high- 
est priority to interest-rate con- 
vergence at this point. He wel- 
comed yesterday’s decision by 
Spain and Portugal to cut rates 
as part of the process, adding 
that the timing of the announce- 
ment, to coincide with the coun- 
cil meeting, was no accident 

The European Commission, 
meanwhile, defended the inde- 
pendence of the ECB, warning 
that this was “crudal . . . to the 
credibility of monetary policy" in 
the eurozone. 

A spokesman for Yves-Thibault 
de Silguy, monetary affairs com- 
missioner, said the Commission 
felt the independence of the ECB 
from political interference was a 
“very clear issue”. He added: 
“There Is no question of any 
instructions being given to the 
central bank with regard to its 
monetary policy, nor is it up to 
the central banks to accept such 
instructions whether they be 
from a minister, the government 
or institutions.” 



Jeb Bush, Republican c an d id ate in the contest for the governorship of Florida, speaks to a supporter of opponent 
Buddy McKay after caating his vote ai Mami yesterday. For results, see Wtp'J/Www.tLoam AP 


UK expects shallow downturn 


By nr UK staff 


The UK government expects the 
country’s economic downturn 
next year to be shallow and 
shortlived, with a quickening of 
growth the following year. 

Gordon Brown, chancellor of 
the exchequer, said yesterday he 
expected the economy to grow at 
only L5 per cent in the next fis- 
cal year to March 31, 2000, 
because of the slowdown 
throughout the world. 

He had previously forecast 
growth of about S per cent but 
predicted yesterday that the pane 
of growth would quicken again in 
2000 to 2-25-2.75 per cent. 

Mr Brown was presenting a 
report to parliament setting the 
stege for next March’s Budget. 


“Because in the last 18 months 
inflation has been brought down 
to the target of 2.5 per cent and 
because Britain has set in place a 
long-term monetary framework 
with the independence of the 
Bank of England, it is better 
placed than in the past to face 
these global difficulties.” he said. 

Mr Brown also argued that the 
lower level of forecast growth 
remained consistent with stable 
inflation, sending a signal to the 
Bank of England that interest 
rates could continue telling. The 
central bank’s monetary policy 
committee is expected to agree a 
quarter point cut in the bank's 
short term benchmark interest 
rate to 7 per cent tomorrow. 

British financial markets 
reacted calmly to the statement 


The 10-year benchmark gilt (gov- 
ernment bond) yielded 4£75 per 
cent at the dose, down from 5.1 
per cent on Monday. The FTSE 
100 index closed down 21.6 points 
at 5,503.9- Sterling closed little 
changed just above DM2.75 and 
at $1.66. 

Mr Brown said the government 
would run a budget surplus this 
year of £1.5bu, a marked improve- 
ment on the £lbn deficit he fore- 
cast In March. 

He said an additional £40bn 
would be invested in modernising 
education and health over the 
next three years and promised 
consultation on a range of initia- 
tives to boost UK productivity. 

Ddato,pig»11 
Barry Rfley, Page 17 


Hurricane damage 
lifts coffee prices 


By Pari Soboan tn London and 
James Wilson In Tegucigalpa, 
Honduras 


Coffee markets are feeling the 
impact of Hurricane Mitch, 
which has swept through Central 
America, killing about 7.000 
people. 

The tropical storm is threaten- 
ing the region’s exports of high 
quality arabica coffee beans - 
which account for 10-12 per cent 
of world coffee production. 

Arabica futures soared to 127 
cents a pound in New York yes- 
terday afternoon after rising 9 
per cent to 119.7 cents on Mon- 
day. Analysts predicted that 
prices would remain at these lev- 
els as traders continued to worry 
about supplies. 

“The situation is very serious," 
one analyst mid yesterday. “The 
Central American harvest Is at 
its peak, with the cherries ripe on 
the trees. The rains have 
knocked them off and either bur- 
ied them or washed them away." 

The storm has smashed 
through Honduras and Nicaragua 
as wefl as El Salvador. 

Details are patchy about the 
extent of crop damage as many 
areas remain inaccessible, but 
early estimates suggest about 20 
per cent of Central America's 
1998/99 harvest will be lost. 

Hurricane Mitch has now been 


downgraded to tropical storm, 
but rather than passing through 
it continues to sit over the 
region, leaving growers unable to 
harvest or ship produce'. 

Honduras, which last year 
earned more than $500m from, 
coffee exports, expected to pro- 
duce 22m 60kg bags in this grow- 
ing season. The country has 
63200 growers, many producing 
just a few dozen bags. 

In Guatemala, William Stixrud, 
president of the National Coffee 
Association, said 1996/99 exports 
could tell from 55m to 3m bags 
and warned of severe short-term 
supply bottlenecks as bridges 
have been washed away between 
coffee areas and the country’s 
main port “We probably will not 
be able to export for the nest 15 
days,” said Mr StixnuL 

The loss of so much arabica 
coflee prompted traders to cover 
their positions by buying on New 
York’s Coffee Sugar and Cocoa 
Exchange, pushing the bendi- 
mark December contract to its 
highest for almost six months. 

New York's surge had a 
knock-on effect on robusta coffee 
bean futures in London, and the 
nearby November contract dosed 
at $1,910 yesterday, after jumping 
$100 to $1,880 a tonne on Monday. 


MBch claims yam ihres, Page 7 
ComnwSfles, Page 26 
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Aznar agrees indirect 
contacts with Eta 
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By David White in Madrid 


Jose Marla Aznar, the 
Spanish prime minister, said 
yesterday he had authorised 
officials to hold contacts 
with people close to Eta, the 
illegal Basque separatist 
organisation, to try to secure 
a lasting end to political vio- 
lence. 

Government officials 
emphasised that the talks 

would be exploratory. The 
aim was to see if Eta. which 
began an indefinite ceasefire 
more than six weeks ago. 
was ready to take the neces- 
sary preliminary steps to 
begin a peace process. 

The centre-right adminis- 
tration in Madrid has 
Insisted that Eta should give 
proof of its sincerity in lay- 
ing down its arms, but has 
avoided saying what this 
might involve. 

In the meantime, it has 
come under pressure to 


Spanish 
judge 
moves on 
Pinochet 


By David White in Madrid 


Baltasar Garzon. the Spanish 
judge trying to bring 
Augusta Pinochet to trial, 
yesterday lodged a formal 
application with the Madrid 
authorities for the former 
Chilean dictator’s extradi- 
tion from the UK. 

His move was timed just 


before a House of Lords 
appeal hearing, starting in 
London today, on the gener- 
al’s immunity from or liabil- 
ity to extradition claims. 

The High Court in London 
last week declared Gen Pino- 
chet immune on grounds he 
was head of state at the time 
of the crimes in question but 
said he should stay in the 
UK pending appeal. 

The Spanish government 
confirmed yesterday it 
would process the extradi- 
tion request without delay. 
However, a formal extradi- 
tion demand requires 
approval by the Madrid cabi- 
net. which is not due to meet 
until Friday, after the law 
lords’ hearing. 

The case submitted by the 
investigating judge, running 
to almost 400 pages, backs 
up accusations of genocide, 
terrorism and torture during 
Gen Pinochet's presidency 
from 1973 to 1990. It accuses 
him of responsibility for an 
international criminal organ- 
isation. in co-ordination with 
other military and civilian 
authorities in Chile and 
other Latin American coun- 
tries. which undertook a 
“systematic plan" of kidnap- 
ping and torture, leading to 
the disappearance of at least 
3,178 people. 

In his arguments, Mr Gar- 
zdn said the principle or 
“sovereign Immunity" as : 
applied by the UK High | 
Court did not exist in the ! 
Spanish legal system and j 
was not supported by inter- 
national law. 

His initiative to pursue a 
genocide case against Gen 
Pinochet received backing 
last Friday from Spain's 
national court. However, 
state prosecutors filed for- 
mal appeals yesterday 
against the warrants which 
Mr GarzOn issued for Gen 
Pinochet's arrest. 

Meanwhile, French prose- 
cutors sent a formal request 
to the UK. via Interpol, for 
Gen Pinochet's arrest pend- 
ing an extradition case. 
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make a conciliatory gesture 
in response to Eta's ceasefire 
initiative. Last month, it 
indicated willingness to 
reconsider Us policy towards 
jailed Eta members by agree- 
ing to transfer four prisoners 
to jails in the Basque region, 
but it has made it clear that 
it aims to maintain a step- 
by-step strategy. 

Senior officials do not rule 
out eventually holding direct 
contacts with Eta itself. But 
they say any such talks 
would focus on issues such 
as the rehabilitation of pris- 
oners or the situation of 
exiled Eta members. They 
rule out any kind or political 
negotiation with the organi- 
sation. 

The last official talks 
between government repre- 
sentatives and Eta leaders 
took place in Algeria almost 
10 years ago. but failed to 
achieve a peace deal. 

Mr Aznar was asked yes- 


terday whether he had 
authorised contacts with the 
Basque National Liberation 
Movement (MLNV), which 
embraces a range of radical 
organisations including Eta. 
He replied simply “Yes", but 
declined further details. 

Josep Pique, the cabinet 
spokesman, emphasised the 
need for discretion and sa/d 

the government would not 
say when, where or with 
whom the contacts would be 
held. Nonetheless, Mr 
Aznar's public confirmation 
of the plan brought sharp 
criticism from opposition 
parties. The Socialist party 
complatned it had not been 
informed and said it was 
“irresponsible" for the gov- 
ernment to act without a 
political consensus. 

The government is seeking 
signs tbaL Eta is prepared to 
abandon its armed struggle 
permanently. In Its ceasefire 
declaration, made in the 
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EU looks at 
new defence 
dimension 


By Alexander McoO ip Vienna 
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Posters for Euskal Herritamjk, Eta’s political arm, on display during the regional eteettarcs 


run-up to elections in the 
Basque region last month, 
the organisation reserved 
the right to maintain weap- 
ons supplies and defend 
itself. 

However, officials view the 


election results, which gave 
a near-record score of alm ost 
18 per cent of the vote 
to Eta's political allies, 
Enskai Herritarrok. as 
strengthening the hand of 
the Eta leaders who decided 


on the ceasefire. 

They say there is no sign 
of a dissident movement 
within the organisation, 
which is smaller and weaker 
than its Irish counterpart, 
the IRA. 


Moldovan currency declines sharply 


By Alan Beattie in London 


A panicked rush out of the 
Moldovan currency, the leu, 
led to widespread alarm yes- 
terday as the public 
struggled to buy dollars 
and businesses in Chisinau, 
the capital, shut their doors. 

The cancellation for the 
second day running of the 
daily currency auction in the 
former Soviet republic led 
the Moldovan central bank 
to withdraw bum the official 
interbank currency 
exchange, where it has been 


losing around $2m a day 
propping up the leu. 

The announcement 
shocked the country's banks, 
which have seen mass specu- 
lation as individuals joined 
businesses in swapping leu 
for dollars as the currency 
slumped. 

"Banks pulled out of the 
domestic debt market and 
started speculating in for- 
eign exchange some weeks 
ago," said one observer 
who recently visited the 
country. 

“The attacks on the leu 


intensified as dealers sought 
to drive the leu down.” 

The speculation reached 
its height yesterday as a 
dearth of leu buyers led to 
the second cancellation of 
the daily currency auction. 
The rules of the exchange, 
which until now has set the 
official rate for the leu, state 
that the currency can move 
by no more than 10 per cent 
in a day. 

But the only offer made 
for the lea on Monday was at 
a rate of 10 to the dollar, a 
drop of more than a third 


from the previous official 
value of 6.4, and eventually 
the auction was annulled. 

A repeat cancellation yes- 
terday led to the atmosphere 
of uncertainty and alarm. 

“Speculative attacks on 
the currency by banks were 
exacerbated by domestic res- 
idents trying to buy dollars 
and companies who had 
urgent dollar transactions 
they needed to complete," an 
economist from the Euro- 
pean Bank for Reconstruc- 
tion and Development 
(EBRD) said yesterday. 


“Given its close trading 
links with Russia, the 
currency had to go eventu- 
ally," said Kitty Ussher, a 
former eastern Europe ana- 
lyst with the Economist 
Intelligence Unit. “But it Is 
such a pity - In many ways 
Moldova was the currency 
success story of the former 
Soviet Union," she said. 

Ms Ussher thought that 
the news might jeopardise 
the planned privatisation of 
Moldtelecom. the country's 
telecommunications com- 


Europe today takes a 
tentative step towards a 
more unified defence policy 
with an unprecedented meet- 
ing of European - Union 
defence ministers in Vienna. 

The gathering, an initia- 
tive of Austria as current 
holder of the EU presidency, 
is informal and can take no 
decisions. 

However, it coincides with 
Britain's recent move to 
start a debate on how 
Europe should best respond 
to crises threatening its vital 
interests such as the vio- 
! lence in the Serbian prov- 
ince of Kosovo. 

George Robertson. UK 
defence secretary, will pose 
the same questions about 1 
Europe's capacity to react as 
did Tony Blair, the prime 
minister, during a European 
summit last month. 

UK officials stressed 
Britain had no blueprint for 
a reformed European secu- 
rity structure. However Kos- 
ova had shown up weak- 
nesses in Europe’s ability to 
take a common stance and 
then to act on it. Britain 
wants EU partners to con- 
sider a more streamlined 
institutional structure and 
to ensure that military capa- 
bilities are adequate for pos- 
sible intervention in a crisis. 

“Would Europe on its own 
have been able to intimidate 
President Milosevic?" Mr 
Robertson asked yesterday. 

The Amsterdam treaty 
signed last year contained 


provisions to strengthen a 
common EU foreign and 
security policy. Including 
the ability to undertake a 
range or tasks including 
humanitarian , and rescue 
missions, peacekeeping and 
crisis management 

For military involvement 
in such missions, the EU 
would have to call on the 
Western European Union 
(WEU). Europe’s little-used 
security organisation. The 
WEU, in turn, would call on 
Nato for military assets. The 
British concern is that this 
complex sequence might not 
work when it was needed. 

France, which has pro- 
posed folding the WEU into 
the EU. is likely to be an 
active participant in today's 
debate, which will focus on 
methods of crisis manage- 
ment. Germany has also 
favoured merging the WEU 
with the EU, but the position 
of the new Bonn government 
is not yet clear. 

The Austrian Initiative 
has pleased Nato. which 
feels Europe's efforts to 
define security policies have 
been stagnating. Washington 
will expect a clear position 
on a European security and 
defence identity within the 
alliance before next April's 
Nato summit 

However, as all three 
organisations - EU. WEU 
and Nato - all have differing 
memberships within Europe, 
there are likely to be awk- 
ward issues to confront if 
the present architecture is to 
be simplified. 


On the banks of the River 


0b the Russian economy 
shows its two faces 
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Arkady Ostrovsky visits the Siberian oil towns of Surgut 
and Nefteyugansk and finds radically different moods 
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T wo oil towns face each 
other across the river 
Ob, which divides east 
from west Siberia. They look 
similar - grey and depress- 
ing monuments to Soviet 
industry built on the 
swamps of Taiga forests - 
but as harsh winter and 
harsher economic times 
tighten their grips, the mood 
in each is radically different 
In Surgut, on the east 
bank, a Siberian oilman 
dressed in Soviet-style grey 
suit and tinted glasses, 
dubbed the “general" by his 
employees, has built up the 
oil company that takes its 
name from the town and is 
considered the best managed 
in Russia. Surgutneftegas, is 
debt-free and analysts 
believe it should be proof 
against the storm of eco- 
nomic uncertainty that 
broke across Russia this 


summer. 

Across the river in Nefte- 
yugansk. people mil against 
a slick Muscovite banking 
tycoon dressed in a Marlboro 
Classics shirt who bought 
their company. Yugansknef- 
tegas. and milked it for 
profit, impoverishing the 
town in the process. 

Queuing recently outside a 
bank for their wages, which 
they had not received in full 
for three months, Nefteyu- 
gansk workers complained 
bitterly about Mikhail Kho- 
dorkovsky, one of the new 
class of bankers,, the 
so-called “oligarchs". Some 
counted themselves lucky to 


receive Rhs200 (.112.50) - or 
10 per cent of the wages due 
three months earlier. 

Alevtina Kosareva. 43. 
says she has been forced to 
exchange her sewing 
machine for vegetables. “He 
[Khodorkovsky] keeps us on 
a drip-feed so we do not 
starve and continue to work 
for him . Khodorkovsky sim- 
ply laughs at us. He does not 
even think we are people . . . 
In the past, masters fed their 
slaves, but the new masters 
do not bother." 

In the past two years 
Yukos - the loss-making oil 
company that owns 51 per 
cent of voting shares in 
Yuganskneftegas - has 
reduced wages by 30 per 
cent, cut its drilling pro- 
gramme, and laid off about 
15,000 people, reducing the 
workforce to 39,000. It has 
transferred the aid Soviet 
social responsibilities to the 
municipal budget, in line 
with advice from western 
consultants. 

But industry analysts fear 
Yukos 's short-term approach 
is jeopardising the long-term 
interests of the oil giant. 

“Khodorkovsky has killed 
the goose which was laying 
golden eggs." says Ivan 
Mazolov. a senior analyst at 
the broker CentrelnvesL 

Disgruntled investors 
claim Yukos milked money 
from Yuganskneftegas by 
using a mechanism known 
as transfer-pricing. Yugan- 
skneftegas was obliged to 
sell all its oti at a fixed rou- 


ble rate to Yukos, which 
would then re-sell it at mar- 
ket prices and use the reve- 
nues as it saw fit. 

The growing economic cri- 
sis has seen the pressure on 
Yuganskneftegas increase. 
Recently the company - the 
second largest in Russia In 
terms of oil production r 
had its telephones cut off 
because It had toiled to pay 
its bills. 

With oil prices falling, and 
Yukos reluctant to pay taxes 
to the Nefteyugansk authori- 
ties. tension in the town has 
escalated. Roads have been 
neglected, nursery schools 
have closed and hospitals 
handle only emergencies. 
Four months ago, Vla dimir 
Petukhov, the mayor and a 
vocal critic of the oil com- 
pany. was shot dead. His 
funeral turned into a protest 
demonstration against 
Yukos, one witness said. 
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R esidents of Nefteyu- 
gansk long to cross the 
river. According to 
Vladimir Nozhin, chief engi- 
neer or Yuganskneftegas, the 
company has lost 700 top 
specialists to Surgutneftegas 
following the recent wage 
cut, but now Surgut needs 
no more workers. Whereas it 
is hard to sell a one-bedroom 
flat in Nefteyugansk for 
RbsGO,000, the same flat In 
Surgut would cost Rbs 
200,000. 

Surgut may not be pros- 
perous by western stan- 
dards, but Its oil company is 


one of the few in Russia 
where workers have bene- 
fited from market reforms 
and display no signs of nos- 
talgia for the Communist 
era. “Nobody here wants to 
go back to the Soviet days, 
to deficits and empty 
shelves," says Oleg Plaksin, 
a drilling master at Surgut- 
neftegas. 

In Nefteyugansk, that 
seems to be exactly what is 
happening. 

Imported products which 
once filled the shopshave 
been replaced by old-fash- 
ioned glass jars filled with 
potato soup and preserved 
vegetables. “We took them 
off the shelves four years 
ago, but now we have noth- 
ing else to sell, so we put 
them back,” said Olga, sales- 
woman at the proudly- 
named Europa Tsentr 
(Europe Centre). Apart from 
its name, however, the shop 
is a spitting Image of any 
Soviet supermarket. 

“We have no sugar, no 


rice. God knows what we are 
going to eat in winter. There 
is no master la this town. 
We have the same resources 
as Surgut and look how we 
live," says Olga. 

Zoya Nikolaevna, a pen- 
sioner in Nefteyugansk, 
often goes to Surgut to buy 
food. “I was in Surgut last 
week, they have 30 kind s of 
sausage there. But here the 
shops are empty - just like 
in the Soviet days.” 

Surgut’s comparative pros- 
perity is partly due to the 
president of Surgutneftegas, 
Vladimir Bogdanov, who 
until recently was criticised 
as an old-style Soviet-era 
manager with xenophobic 
views. But bis hands-on 
style management has paid 
off. 

Contrary to the advice of 
some western consultants, 
Mr Bogdanov continues to 
pay for schools and accom- 
modation for his staff. In 
return he gets the loyalty of 
his workers, who have more 


faith in their management 
than in the central govern- 
ment. 

“When you pay your work- 
ers and give them something 
to do they simply do not 
have time to talk about poli- 
tics," says Andrei Atepayev, 
an energetic 38-year-old man- 
ager. “People start waving 
Hags and slogans when they 
have nothing to do at work." 


Not only are workers at 
Surgutneftegas happier, the 
company Is investing up to 
$lbn a year in production 
and exploration and has 
among the lowest counts of 
idle oil wells of any Russian 
company in the sector. 

“We always counted 
money here and never 
splashed out on tost cars and 
lavish offices. We did only 
what was economically pru- 
dent and as a result we are 
still drilling new wells, while 
most of our competitors 
have almost stopped," says 
Mr Atepayev. 


Surgutneftegas is not an 
island, however. The compa- 
ny’s investment programme 
could be jeopardised by the 
collapse of the banking sys- 
tem - it has $i.5bn locked in 
various Russian banks crip- 
pled by the government's 
default on its debt. It 
has also had to cut 1,000 jobs 
from its total staff 
of 68,600.' 

But such is the paradox of 
recent Russian history that 
it is Mr Bogdanov, a local 
“red" director, who has used 
his Russian know-how to 
build a profitable enterprise 
in which the workers are the 
most effective advocates of 
capitalist economy. 

“Of course we can curse 
the government and com- 
plain about the crisis," says 
Tatyana Nikolaeva, who 
works at Surgutneftegas’ s 
nursery school, but “I 
always say to my staff - do 
not whine that it is dark in 
the room - turn on the 
light.” 


Crisis in Russia could cause I French officer accused of 


second Latvian bank to close leaking secrets to Serbs 


By Stefan Wagstyt In Riga 


Latvia, which has already- 
seen one bank close because 
of the Russian crisis, could 
soon lose a second, the Bal- 
tic state's central bank said 
yesterday. 

Viktorija Bank, a small 
bank with 2m Jats (83.48m J 
in capital, had stopped trad- 
ing and could close in the 
next few days if it did not 
refinance itself successfully, 
said officials. Kapital Bank 
has already closed. 

Closure of Viktorija Bank, 
which officials said had still 
to be decided, would high- 
light the continuing impact 
of Russia’s financial 
upheaval on Latvian bank- 
ing. 

The central bank this 


week warned that nine of 
the country's 29 hanirc may 
be more seriously hit by the 
Russian crisis than they 
bave admitted. It said these 
banks had not valued their 
assets prudently due to a 
lack of clarity about Russia's 
debt repayment 

The nine exclude Pares 
Bank, the biggest, but 
include the next four biggest 
h anks in size - Unibanka. 
Rietumu Bank, Rigas 
Komercbanka and Baltic 
Transit Bank. Rigas Komerc- 
banka required central bank 
support a few weeks ago 
after it suffered a run on 
deposits. 

Einars Repse, central bank 
governor, said while the 
bank would help ease liquid- 
ity shortages it would not 


support insolvent banks. 

Banks had until March. 
1999 to recapitalise if neces- 
sary either by securing fresh 
funds or by mergers, said Mr 
Repse. The deadline is the 
last date when banks are 
obliged to publish balance 
sheets for the year ending 
December 1998. 

Mr Repse said before that 
date the central bonk would 
not discuss individual banks' 
positions any further though 
it was monitoring the indus- 
try. The central bank had 
previously said the indus- 
try’s exposure to Russia is 
170m tots ($296m), or some a 
per cent of total assets. 

Mr Repse said if mergers 
were needed the bank would 
encourage consolidation. 
“Let them work and. merge if 


they can. They know the 
deadline,” he said. Bankers 
in Riga said consolidation 
was In any case necessary 
because Latvia had too 
many small banks, some of 
which were little more than 
investment vehicles for their 
owners. 

However, central bank 
officials emphasised there 
was no threat to the Latvian 
hanking system. Dinars Rim- 
seric, deputy governor, said 
the combined capital ade- 
quacy ratio of Latvian banks 
was 20 per cent of assets at 
the end of 1997 compared , 
with a legal minimum for 1 
individual banks of 10 per 1 
cent and an international . 
norm of eight per cent This 
could fell to 12-14 per cent by 
the end of 1998. 


By Robert Graham in Paris 


France has been caused 
considerable embarrassment 
by the arrest by Paris judi- 
cial authorities or a French 
officer on suspicion of pass- 
ing military secrets to the 
Serbs. 

Major Pierre Bunel was 
detained for allegedly giving 
the Serbs Nato documents 
on targets in Yugoslavia and 
the province of Kosovo. 

His arrest comes while 
France is pressing to head a 
l,50D-5trong protection force 
due to be based near the 
frontier, with Kosovo. The 
force would safeguard the 
observers dispatched under 
the aegis of the Organisation 
for Co-operation and Secu- 
rity in Europe, to monitor 


the Serb withdrawal from 
Kosovo. The extent to which 
the withdrawal commitment 
is honoured will determine 
whether Nato holds back 
from its threat of air strikes. 

Maj Bund's arrest, which 
took place in Paris on Satur- 
day, is the second case in six 
months where French mili- 
tary personnel have been 
revealed to have pro-Serb 
sympathies. 

In April, it emerged that 
France bad withdrawn Major 
Hervft Gourmelon, a liaison 
officer, from Bosnia after he 
had compromising contacts 
with Serbs. On that occa- 
sion. US officials alleged that 
plans to capture Radovan 
Karadzic, who is wanted on 
charges of committing war 
crimes, had been under- 


mined by. Maj Gourmelon. 

Maj Bunel was chief of 
staff to the French general 
who serves as France's per- 
manent representative on 
the Nato military committee 
In Brussels. As such, he 
would have access to “a wide 
range" of sensitive docu- 
ments, according to those 
familiar with Nato. 

Maj Bunel's lawyer said 
last night that although be 
had passed documents to the 
Serbs, he had not given 
them an exhaustive list. 

Although news of the 48- 
year-old officer's arrest 
leaked out late on Monday, 
he is understood to have 
been first confronted with 
passing secrets to Serb 
agents in Brussels by French 
officials early last week. 
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Angry French 
pig farmers 
win new aid 


By Robert Braham in Paris 

The French government has 
been obliged to find extra 
funds for the country's hard- 
pressed pig-farmers to bead 
off a growing wave of coun- 
trywide protests over a col- 
lapse in pork prices. 

The emergency aid of 
FFrl50m ($27.2m) followed a 
meeting of the pig produc- 
ers’ federation and Jean Gla- 
vany, who took over the 
agriculture portfolio two 
weeks ago. In September the 
Socialist-led government had 
already agreed to provide 
FFrioOm of aid to pig farm- 
ers. 

Mr Glavany ai <y> said he 
would help co-ordinate a 
broader EU-wide initiative to 
tackle falling pork prices, 
which have more than 
halved in the past 12 
months. From a high of 
almost FFT12 a kilo, French 
farmers are now getting 
FFr5.17 a kilo. 

Jacques Lemaitre, head of 
the producers* federation, 
described the measures as a 
“breath of oxygen", but 
added: “What we want more 
than this aid are a set of 
measures to bolster the 
European market to push 
prices back up." 

There are close to 20,000 
pig fanners in France, with 
most of the industry in Brit- 
tany. Breton pig-farmers 
account for half France's 
annual 2.2m pork produc- 
tion, according to a ministry 
of agriculture official. 


The Breton farmers have 
been in the forefront of an 
increasingly aggressive 
series of protests - from 
occupying local town halls 
to letting loose pigs in the 
streets and picketing super- 
markets. Demonstrations are 
planned in four cities on Fri- 
day. 

French farmers have 
boosted production consider- 
ably since the early 1990s. 
This has been to meet 
increased domestic demand 
after a switch away from red 
meat as a result of the “mad 
cow" disease scare, as well 
as satisfying growing export 
orders - notably from Rus- 
sia. 

But not only has France 
found itself competing 
against cheaper Spanish and 
Danish produce, but since 
August, pork exports to Rus- 
sia, which had beeu running 
at 30.000 tons a month, have 
been halted because of the 
Russian financial crisis. 
Paris is expected to push for 
an EU Initiative that permits 
the export under “special 
conditions" of up to 250,000 
tons of pork to Russia. 

Large-scale farmers are 
also being squeezed by grow- 
ing pressure from environ- 
mentalists which may force 
them to spend large sums of 
money on cleaning up the 
pollution created by inten- 
sive pig fa rming . In Brittany 
several rivers and local 
water tables have been 
adversely affected by 
untreated pig effluent 


NEWS DIGEST 


GERMANY 


Industry body launches 
fresh attack on tax plans 

The Germany industry •• . . 
association (BDJ) yest er day 
launched a fresh attack on 
the tax plans of the new 
Social Democ ratio-led gov- 
ernment as the finance min- 
istry prepared to retease a 
first-draft tax bill. Ludolf von 
Waiter berg, BDI chief exec- 
utive, said the measures 
being prepared to tighten up 
on tax reOefeused by busi- 
ness would read Bke a Sst 
taken from a “poison calx- 
net". Oskar Lafontaine (pic- 
tured left), the finance minis- 
ter, plats a three-stage 
reform up to 2002. with the 
first stage taking effect from 
next yea - . Cuts in income 
tax would be financed - - 
largely through “counter, measures" applying to industry. 
Overall a net tax reduction worth about DM1 Obn (S6bn) 
from 2002 is planned. ‘ ‘ 

The finance ministry described as “unauthorised" fists m 
German newspapers of up to 72 counter measures whtch 
would affect industry. However, its plans are expected to 
include revised rules on the treatment of depredation and . 
companies’ reserves, as well as the ending of tax breaks 
enjoyed by the well-off. Ralph Atkins, Bonn 

EUROPEAN COURT OF HUMAN RIGHTS 



Bid to speed proceedings 

The Council of Europe inaugurated a streamlined European 
Court of Human Rights in Strasbourg yesterday which it 
hopes will deal faster with a rapidly increasing number of 

“We’re hoping the new system will speed up the proce- 
dure quite dramatically said a 9^°^ 
woman. Under the old court system set up m 1950, rulings 

° The nmi court will also be working fiiiltime. unlike tire 
old one. which opened one week a month and handled 
about 100 cases a year, the spokeswom^i sad. £ready 
this yea, 4,791 cases have been registered, the Council of 

Europe said in a statement • 

Under the new system, a human dgb^ commeSKX! 
which examined cases before they went to court will be 
scraooed so come before judges soonsr. 
8C ^Sirt rules on MHngan^. of *e1*» 

Human Rights Convention. wh,ch *1 m«5e 
nations in the Council of Europe. Citizens from ffjpse_ 
nations can bring cases to the European Court 
have exhausted legal options m their home countrleskThe 
'****' « oh of 918 mamber 

tries. AP, Brussels 

ITALIAN COURT OVERBULK PARUAMENT_^ _ 


of defendants hit 

srn has suffered a serious blow to its sover- 

e country's constitutiona] »“ rt 

Nation relating to the justice system that was 

war . . 

Tat has been attacked by party leaders 
litical spectrum. Italy’s constitiAonal 
legislation that protected the ngWs ofdefen- 
geofcriminal trials relating to Mafia activity 

SriJcaTpassed legislation that made it 
courts to prosecute defendanteon 
hat had been given before the start of toal 
ha mov^to ^balance trials in tocuroffre 
art^mwrt legislated that testimony fr°mwft- 

KUsSeded to be repeated in open 

IStiona) court has now overrul ^ 1 ‘L nte . 
fears from judges and P'^SSaiSeiia- 
law would undermine Jnve£ f^‘^L r ™ ^ 
Whiio Berlusconi, leader of the opposition. 

and Mafia suspects. 


EUROPE 

Gucci’s ex-wife jailed for plotting murder 


By Paul Belts in Man of plotting the murder. Savioni. a hotel porter, were 

— r - Mrs Reggiani denied jailed for 25 years and 26 . 

The Gucci murder trial that' charges of having commis- years respectively, 
has gripped Italy for the past stoned the killing, but had The fortune teller, a friend 
six months ended yesterday admitted she wanted her for- and “spiritual adviser" of Mr 
in high drama, when the for- mer husband dead. Gucci's former wife, and the 

mer wife of Maurizh) Gucci. The Milan court yesterday hotel porter were accused of 
the fashion heir, was found also gave 9 life sentence to enlisting the lured killer for 
guilty of plotting his murder Benedetto Ceraulo. a SicD- L500m ($305,000). ■ 
and given a 29-year prison lan, accused of being- the The Milan court's prusecu- 
sentence. hired assassin. tor had sought life sentences 

Mr Gucd. grandson of the He denied killing Mr Gucci for all five defendants for the 
founder of the Italian leather and said after the sentence murder, 
goods- and fashion house. be was “only a small mon- Yesterday's verdict 
was shot in a gangland-style key in a cage", and would represented the climax 
killing outside his Milan appeal. of the turbulent history of 

office in 1995- - Orazio Cicala, another the Gucci family, whose 

Patrizia Reggiani Gucci, Sicilian who acted as Cerau- fashion empire has since 
the 50-year-old divorced wife lo's driver, was given a 29- been sold and turned into a 
of the fashion heir, was sub- year prison sentence, while successful public company 
sequenily arrested along Pina Auriemma, a Neapoli- listed in New York and 
with four Dthjers on charges tan fortune teller, and Ivano Amsterdam. 


Maurizio Gucci bad a 
stormy career, quarrelling 
with almost every relative in 
his attempt to control the 
group. 

He severed an links with 
the family business in Sep- 
tember 1993 when he sold his 
50 per cent stake to Invest- 
or. the Bahrain-based finan- 
cial group, for S170m. invest- 
cor subsequently 
restructured and floated the 
company. 

He married Mrs Reggiani 
in 1972. They had two chil- 
dren. but were separated in 
1964 and later divorced. Mrs 
Reggiani claimed she had 
been given “little more than 
a plate of lentils" in a LTbn Patrizia Reggiani, ax-wife of murdered fashion chief Maurizio 
divorce settlement. Gucd, is escorted by police from a Milan court yesterday PaiTers 



Greek PM warns he will expel rebel MPs 


By Kerin Rope fa Athens 

Greece's Socialist prime 
minister yesterday con- 
fronted growing opposition 
from within his own party 
over measures to deal with 
the rigours of joining tbe 
European single currency. 

Costas Simitis' govern- 
ment suffered a sharp fall in 
support in local elections 
last month. 

The election results were 


seen as a protest against 
unemployment and other 
social problems. Including 
inefficiency and corruption 
in the police force and the 
state health system. 

But before a parliamentary 
vote of confidence last night, 
Mr Simitis warned Socialist 
deputies they would be 
expelled from tbe party if 
they failed to back him. 

With the Socialists bolding 
159 seats to the 300-member 


house, the government 
looked safe from defeat. 

Mr Simitis reaffirmed the 
government’s plans for 
tighter wage and spending 
policies next year in its bid 
to qualify for membership of 
the euro in 2001. Greece’s 
political parties are united in 
the drive to win entry to the 
euro-zone. However, the 
prime minis ter has failed to 
persuade members of his 
own party, the PanheOenic 


Socialist Movement, that the 
government is doing enough 
to create jobs and protect 
the pay-as-you-go pension 
system. 

Vassilis Kodikoglou. an 
independent Socialist dep- 
uty. echoed the views of 
many backbenchers when he 
accused Mr Sumtis of being 
insensitive to social issues 
and failing to carry out 
structural reforms to ensure 
real economic convergence 


with members of the euro- 
zone. 

Greece is becoming 
increasingly confident of 
achieving its timetable for 
joining the single currency 
Having entered Europe's 
exchange rate mechanism in 
March, the drachma sur- 
vived the Russian and Asian 
crises without coming under 
serious pressure. 

Market turbulence has 
pushed up Greece's long- 


term interest rates, but the 
pust three weeks have seen a 
fall of almost 200 basis 
points. Low international 
prices for nil and commodi- 
ties will help cut the annual 
Inflation rate to below 4.6 
per cent this month, finance 
ministry officials said. 

Next year's budget is 
expert ed to include tax cuts 
on new ears and electricity 
aimed at s|x-edmg the fall of 
inflation. 
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WORLD TRADE 


China curbs foreign life insurers 


By Janes Hanfing in Shempiai 

Foreign lire insurance 
companies are facing further 
restrictions over their entry 
to the Chinese market fol- 
lowing Beijing's signal that 
future operators in China 
cannot expect majority con- 
trol of joint ventures. 

Life insurers seeking 

access to China's huge 
potential market remain 
unclear about the changing 
regulations for foreign com- 
panies as the Chinese gov- 
ernment has not issued for- 
mal guidelines. 

But officials at the 
People's Bank of China, the 
central bank, have told com- 
panies seeking a licence to 
sell life insurance policies 
that approval will be given 


to 50-50 Sino-foreign joint 
ventures with a domestic 
insurer. 

Hans-Joerg Probst, chief 
representative of German 
insurance group Allianz in 
Beijing, said: “The Chinese 
are not dosing the door. But 
they are taking a little lon- 
ger to get their own house in 
order Grst. They will not 

open it much further in the 

foreseeable future." 

Chinn has said the open- 
ing of Its insurance market 
is at an experimental stage 
and, as a result, the terms of 
new licences have varied 
widely - one wholly foreign- 
owned subsidiary sells both 
life and non-life policies, 
while most life insurers are 
not allowed to operate a non- 
life business and have been 


limited to majority stakes in 
joint ventures with local 
Chinese companies. 

Until now, most interna- 
tional companies have taken 
at least a 51 per cent share 
in a joint venture company 
in order to ensure manage- 
ment control. Foreign insur- 
ers have also gone into ven- 
tures with Chinese 
companies that are not 
insurance companies. The 
new guidelines, which were 
first set out to foreign com- 
panies in May, are not expec- 
ted to be retroactive. Insur- 
ance companies, such as 
Allianz which already has a 
majority shareholding in a 
life insurance jotnt venture, 
should therefore not be 
affected. 

But the companies most 


troubled by the narrower 
terms of entry are the scores 
of insurance companies with 
representative offices in 
China seeking an operating 
licence. “This is a mass mar- 
ket and China is afraid that 

it will be taken over by for- 
eigners. This is a protection- 
ist measure." says the head 
or one European insurance 
company currently applying 
for a licence. 

“The rule was that foreign 
insurers could have 51 per 
cent and that meant foreign 
insurers could have manage- 
ment control. Now, they are 
saying It has to be SO-GO and 
at least one of the partners 
has to be a domestic insurer. 
That means we have limited 
space to play as there are 
very few domestic insurers 


out there. It makes things 
more restrictive." 

Another European com- 
pany says the situation is 
infuriatingly opaque. The 
company's chief representa- 
tive believes the 50-50 terms 
for joint ventures have not 
yet been fixed and hopes the 
Chinese leadership may still 
consider allowing foreign 
majority ownership of life 
insurance joint ventures. 

However, other firms have 
been dismayed by the sig- 
nals that it will be even 
harder to get into the Chi- 
nese market, which has any- 
way opened only a tiny frac- 
tion to foreign companies 
and limited their operations 
to Shanghai, the testing 
ground of liberalisation in 
the insurance market. 


EU and HK in 
piracy accord 


By Louise Lucas in Hong Kong 

The European Union and 
Hong Rang yesterday signed 
a co-operation agreement to 
crack down on drug traffick- 
ing. piracy and other cus- 
toms offences. It is the terri- 
tory's first international 
customs agreement since it 
reverted to Chinese s. ' er- 
eignitv in July last year. 

Jacques Santer. European 
Commission president, 
signed the agreement during 
a meeting with Tung Chee- 
hwa, Hong Kong's chief 
executive. 

"The agreement signifi- 
cantly enhances the status 
of Hong Kong as a separate 
customs territory and gives 
concrete expression to Hong 
Kong's wide-ranging auton- 
omy in trade and customs 
matters, as set out in the 
Basic Law [the territory's 
post-handover mini constitu- 
tion], ” said Mr Santer, who 
was in Hong Kong on the 
last leg of a trip to China. 

Mx Santer said the 
co-operation would help in 
the fight against fraud and 
copyright piracy. Videos, 
compact discs and CD-Roms 
are widely available within 
moments of originals arriv- 
ing; factory crackdowns In 
Hong Kong have been frus- 


trated by offenders moving 
operations to nearby Macao 
or to southern China. 

Hong Kong authorities 
have launched a number of 
initiatives to beer up enforce- 
ment of piracy rules, and in 
the first nine months of this 
year swooped on a total 
HK$l.4bn (USSISCm) worth 
of pirated goods. For the 
whole of last year the value 
of seizures was HKS187 JSm. 

On Monday. Hong Kong 
customs smashed a syndi- 
cate engaged in smuggling 
pirated video discs from 
Macau into the territory. 
Officials made four arrests 
and seized HKJiOm worth of 
pirated video discs. 

Recording Industry esti- 
mates say around one-third 
of Hong Kong's CD manufac- 
turing capacity could be 
churning out unlicensed 
goods; in China, the level is 
sharply higher. 

While the crackdowns are 
helping to reduce this, the 
economic climate is exerting 
pressure in the opposite 
direction. The Asian finan- 
cial crisis, combined with 
excessive manufacturing 
capacity, is seen by the 
recording industry as likely 
to force CD manufacturers 
into illegal production in 
order to survive. 


Philips, Sony head for 
slower start in CD wars 


By Alice Rawstbom m London 
and Gordon Crarab in 
Amsterdam 

Philips and Sony, two of the 
world's largest consumer 
electronics companies, plan 
to launch their Super 
Audio-CD new music system 
in late 1999, several months 
after the introduction of the 
rival DVD-Audio format 

Cor Boonstra. Philips’ 
president, said he was con- 
vinced the Philips and Sony 
system would offer “superior 
sound quality” to DVD-Au- 
dio. He said he expected the 
first players to go on sale “at 
the end of next year.” 

Toshiba. Matsushita and 
the other electronics compa- 
nies involved with the devel- 
opment of DVD-Audio are 
equally adamant that they 
have the higher quality for- 
mat 

Koji Hase. general man- 
ager of DVD for Toshiba, 
said he expected the techni- 
cal specifications for DVD- 
Audio would be agreed early 
in the new year and the Gist 
systems would be sold “in 
the middle of 1999." 

Unless a compromise is 
reached, DVD-Audio and 
Super Audio-CD seem set for 
a repetition of the damaging 
“format war” between the 


rival VHS and Betamax 
video cassette technologies. 

The music industry is anx- 
ious to avoid a format war. It 
has high hopes that either 
DVD-Audio or Super 
Audio-CD will become a 
mas s market product, and 
provide a sorely-needed stim- 
ulus to record sales, as the 
compact disc did in the early 
1980s. 


Rivals Toshiba 
and Matsushita 
expect sales of 
their system to 
start several 
months earlier 


Record companies are con- 
cerned consumers will be so 
confused by the Introduction 
of two similar formats at 
roughly the same time, that 
neither will catch on. 

Sony and Philips found 
themselves pitted against 
the rest of the electronics 
industry three years ago 
over the development of 
DVD-Video, the video ver- 
sion of DVD technology. 


Eventually, the two sides 
agreed to join forces and 
develop a joint formal. 

Both the electronics and 
music sectors hope that a 
similar agreement can be 
struck over DVD-Audio. Mr 
Boonstra said there was 
“constant communication" 
between the' two factions, 
but did not speculate on the 
chances of a settlement 

Mr Boonstra also declined 
to comment on whether Phil- 
ips intended to launch an 
MPeg3 recorder, the contro- 
versial new audio product 
used to find, store and play 
music downloaded from the 
internet. He said: “MPeg 
technology is terribly impor- 
tant to us. and we are very 
strong in the recordable 
compact disc market that's 
all I will say.” 

The US music industry 
recently took legal action to 
stop The Rio, the first mass 
market MPeg3 recorder, 
from going on sale. It last 
the case and is now appeal- 
ing. The Rio is to be sold at 
mainstream US retailers, 
including Best Buy, for $199 
and in UK chains such as 
Dixons and PC World for 
£165 later this month. 


FT Interview: Cor Boonstra, 
Page 14 


Wisdom 
of Baku 
pipeline 
queried 

By Robert Corine in London 


British Petroleum, one of the 
biggest foreign investors in 
Azerbaijan's oil industry, 
has questioned whether 
Baku needs to make an early 
decision on bufiding a politi- 
cally contentious main oil 
pipeline to Turkey. 

Sir John Browne. BP's 
chief executive, yesterday 
said the company “has a 
very big interest” in any 
decision President Heydar 
Aliyev might make regard- 
ing an export pipeline. BP 
and Amoco of the US, which 
are due to merge by the end 
of the year, hold a combined 
34 per cent stake in the Azer- 
baijan International Operat- 
ing Company (AlOC), which 
would be the main user of 
the pipeline. 

US and Turkish officials 
have been lobbying strongly 
for a line from Baku to Cey- 
han on the Mediterranean 
coast, even though oil indus- 
try executives say it would 
be the most expensive way 
to export crude. 

Washington believes such 
a pipeline would underpin 
the economic and political 
independence of the former 
Soviet republics bordering 
the Caspian Sea. But US offi- 
cials have ruled out direct 
financial support for con- 
struction, which could cost 
up to $4 bn. 

Mr Browne said the Cey- 
han option only made sense 
if further exploration in 
Azeri waters boosted the 
country’s proved reserves by 
a billion barrels, or if “free 
money” was offered by gov- 
ernments to build the line. 

He said the 300,000 barrel- 
a-day pipeline under con- 
struction between Baku and 
Supsa on the Black Sea coast 
of Georgia was “enough” for 
current Azeri needs. 

He also noted that a deci- 
sion in favour of Ceyhan 
could reduce Azerbaijan's 
eventual oil revenues 
because of higher costs. The 
AIOC consortium is expected 
to recommend that the 
BakuSopsa line be upgraded 
to handle additional exports. 


NEWS DIGEST 
MOTOR INDUSTRY 

Europe must change its 
ways, warns Ford chief 

Europe must make big changes to its ways of doing 
business and cut costs or it will only survive through out- 
right protectionism, according to Sir Alex Trot man, chair- 
man of Ford, the world's second largest motor company. 

“The cost of almost every aspect of doing business in 
Europe, from telephone calls, through air travel and water 
charges to the social overheads of labow, Is way. way too 
high." Sir Alex said. “Europe will have no choice but to 
resort to full-scale protectionism unless afl its industries 
are made much more subject to real competition, 1 ' he 
added. Air travel charges, in particular, were "ludicrous". 

However, even if substantial cost-saving changes were 
made to Europe’s business infrastructure, competitive 
pressures and motor industry over-capacity would leave 
the region with only two big car makers within a decade or 
two, said Sir Alex, who retires at the end of the year. 

While declining to name the two likely survivors. Sir Alex 
sa i rf that in the wake of Daimler-Benz' takeover of Chrysler 
it was "quite likely" that at least one large European pro- 
ducer could be forced into a merger or be taken over next 
year, particularly “if collectively the US and Europe man- 
age to talk ourselves into a recession not warranted by the 
economic fundamentals." John Griffiths, London 

BANGKOK TRANSPORT CONTRACT 



* 



*■ 


Hopewell pursues claim 

Hopewell Holdings, the Hong Kong-based Infrastructure 
group, said yesterday it would go outside Thailand in its 
quest for compensation foliowing the cancellation of the 
Bangkok Elevated Road and Train System (Berts) contract. 

Gordon Wu, chairman of HopeweH, said efforts to 
resolve the issue with the Thai government had proved 
fruitless, leaving rt no other option but to pursue its claim 
outside Thailand. The unilateral cancellation of the contract 
sent a bad signal which others would be watching, he 
added. 

"Multilateral agencies like the IMF and the World Bank 
enter into contracts to commit large amounts of money to 
governments. Ail parties enter into contracts to record 
legally what they agreed, and to provide a level of commit- 
ment that allows them to invest large amounts of money 
with confidence. Louise Lucas, Hong Kong 


JAPANESE TARIFFS 

US concern on fish and timber 

The US has warned that Japan's refusal to implement vol- 
untary tariff cuts in fish and forest trade could threaten the 
success of the forthcoming Asia Pacific Economic 
Co-operation (A pec) summit. Mark Fisher, US deputy trade 
representative, said the summit would be "viewed as a 
failure" if Japan refused to participate in those areas. 

Mr Fisher said Shoichl Nakagawa, Japanese agriculture, 
forestry and fisheries minister, had told US officials that it 
would be "very, very difficult" for Japan to follow through 
on a commitment made last year at the Vancouver Apec 
summit to Ifoeralise fishery and forest product trade. 
Washington, however, maintains the view that it would be 
"inexcusable" if Japan did not follow through the voluntary 
tariff cuts. Reuters, Washington 
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Anyone making last-minute millennium decisions should book ASAP. 

Time i> tlvmu m rlie countdown to ilic millennium. And it'tuu don't wane to land in l Vim. you 
should i lictk m nitli SAP right .iw.iy.A5AP ( Aivo L tj t ed 5 A P) can otter you a tost and simple 
innodiKiimi to our budm-ss sottw.nv SAP R.'.VThif integrated jH-in business solution 
R 3 was dCMitneJ from the start to be reaJy tor the 21st century - giving you a 
decisive competitive advantage. We implement our software in cbe shortest 
possible time and deliver a svsreiit that dynamically adapts TO your chang- 
iii» requirements. With R '3 you will be ready to soar into the 
next millennium. So why not check in today by Calling 
♦49/180/5 54 34 24 or visiting http://www.sap.com 
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The Newsletter for . the 
Global Life Insurance Industry 

Save valuable time and money by 
accessing ail the most pertinent news on 
the worldwide life insurance, health 
insurance and pensions market in one 
incisive source. 

FT World Life Insurance Report brings 
you news and analysis from around the 
world , keeping you up-to-date with 
developments in both mature and 
emerging markets worldwide. 

Each month, find out the latest 
developments in the following areas: 

• The Markets 

• Law and supervision 

• Pensions 

• Health 

• Company News 

FREE supplement each month on a key 
industry issue 

With its in-depth coverage and analysis, 
FT World Life Insurance Report is the 
ONLY publication to supply all the 
information you need on this rapidly 
changing area in a single source. 

Annual subscription (12 issues) 

£495 UK £525/US$890 overseas 

Call NOW for more information or a 
free sample copy 

Tel: +44 (0) 171 896 2294 
Fax: +44 (0) 171 896 2274 


Financial limes Business Ltd, 

149 Tottenham Court Road, London W1P 9LL. 

Registered at above address No: 202281 (England and Wales) 
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Although Germany is our home 
country, we increasingly regard Europe 
as our domestic market. In addition 
to North America - aud despite 
the current crises — we see the Far East 
and I^atin America as important 
markets for the future. 

For us, globalisation represents an 
opportunity to shape our future. 

Our subsidiaries - Bvk Gulden 
and Byk Chemie - are reinforcing 
the Group's innovative power 
and worid-wide presence via inter- 
national joint ventures. Products can 
be launched in' new markets, 
raw materials can be purchased at 
favourable prices thanks to 
international cooperation and global 
sourcing. The internationalisation 
of our group is successful: 

ALTANA has achieved double-digit 
rates of growth in both turnover 
and profits. 

Our international business 
has more than doubled over the last* 
ten years. Today, 70 per cent of 
our total sales — almost DM 3 billion — 
is achieved outside Germany. 

And we offer secure jobs for some 
8.000 people in 45 companies 
on five continents. 

Further information: 

ALTANA AC 
Cunther-Quandt-Haus 
Seedammweg 55 
D61285 Bad Homburg v.d.H. 
www.aitana.com 

ALTANA 

Pharmaceuticals and Chemicals 
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Malaysia to tackle 
stockbrokers’ debt 


By Shells McNulty 

in Kuala Lumpur 


Malaysia’s Securities 
Commission yesterday 
announced a scheme to 
tackle the debt problems 
burdening the country’s 
stockbrokers, under which a 
government vehicle will take 
on from banks the non-per- 
forming loans of the stock- 
broking industry. 

Danaharta. the asset man- 
agement company estab- 
lished to restructure the 
heavily indebted banking 
system, is to make its initial 
acquisitions within the next 
six weeks. It expects these 
efforts to facilitate industry- 
wide recapitalisation and 
consolidation. 

“This will, in turn, allow 
for a refocusing of lending 
activity' to the stockbroking 
industry In general, while 
reducing the likelihood of a 
forced sale of stockbroking 
companies and their assets," 
the Securities Commission 
said. It added that the move 
was prompted by the “inade- 
quate progress" by brokers 
in response to its call for vol- 
untary recapitalisation and 


consolidation. It did not 
reveal the amount of loans 
to be purchased. But ana- 
lysts point to years of free- 
wheeling lending Tor the pur- 
chase of shares as one of the 
problems overwhelming 
banks. “The domestic brok- 
ing industry needs an over- 
haul, just like the banks." 
said Lai Tak Heong. research 
head at SG Securities. 

Over the past year, the 
Securities Commission and 
the Kuala Lumpur Stock 
Exchange have attempted to 
strengthen the stockbroking 
industry by imposing trade 
restrictions on close to a 
dozen bouses, directing 
mergers and acquisitions 
and implementing a reim- 
bursement scheme for bro- 
ker clients. The Securities 
Commission said brokers 
under trading restrictions 
bad been given one month to 
submit proposals to regular- 
ise their financial positions. 
Those negotiating to restruc- 
ture or dispose of stockbrok- 
ing companies have been 
given deadlines to submit 
their proposals. 

Analysts said foreigners 
who once considered buying 


into Malaysia’s brokerage 
sector had been put off by 
the capital controls and 
stock market restrictions 
Imposed in September. The 
rule preventing foreigners 
from repatriating profits 
from the sale of stocks until 
they have held them for a 
year has drastically reduced 
foreign interest in the once- 
thriving stock market. 

After watching the key 
index plunge around 75 per 
cent with the regional finan 
rial crisis, Malaysian inves- 
tors have only now started 
returning. The sharp drop in 
interest rates, combined 
with capital controls restrict- 
ing the movement of funds 
offshore, has convinced 
them to take their chances 
on getting higher returns In 
the market. 

The Finance Ministry 
announced yesterday that 
the amount needed by Dana- 
harta to remove the non-per- 
forming loans from the 
banking system had been 
reduced to MS15bn 
(US$3.9bn) from the previous 
projection of M$25bn due to 
an improvement in equity 
and lower interest rates. 


Pressure grows on 
Indonesia military 


By Sander Thoenes in Jakarta 

Members of Indonesia’s 
powerful military provoked 
massive riots across the 
country last May, an inde- 
pendent fact-finding commis- 
sion concluded yesterday. It 
also urged the government 
to investigate two senior offi- 
cers. including the 
son-in-law of former presi- 
dent Suharto. 

The conclusions of the 
team of IS human rights 
activists, officials and public 
figures, which was asked by 
the government to investi- 
gate simultaneous riots in 
six big cities, added force to 
a public calls for a curb on 
the military’s influence on 
Indonesian politics. 

The team concluded that 
"instigators, including mem- 
bers of the armed forces" 
had incited the city’s poor to 
attack and loot shops and 
houses of the ethnic Chinese 
minority for two days. More 
than 1.000 people died in the 
mayhem, mostly looters who 


burned to death in blazing 
shopping malls. 

It said both Lt Gen Pra- 
bowo Subianto. the 
son-in-law of Mr Suharto, 
and Maj Gen Syafrie Syam- 
suddin. Jakarta military 
commander, should be inves- 
tigated for their role in the 
riots. So far Mr Pra bo wo has 
been investigated and hon- 
ourably discharged for kid- 
napping political activists, 
but the team recommended 
he be court-marshalled Tor 
this as well. 

The commission chairman. 
Marzuki Darosmaa. said 
that at least 66 women, most 
members of the ethnic Chi- 
nese minority, had been 
raped and 14 sexually 
assaulted during the riots. 
But the team had failed to 
clarify whether the attacks 
had been planned or were 
excesses of the mayhem. 

Mr Darusman said the 
team had not tried to verify 
allegations that Mr Suharto 
and Feisal Tanjung. chief 
commander of the armed 


forces at the time, had 
ordered Mr Prabowo or Mr 
Syafrie to create the may- 
hem as an excuse for intro- 
duction of emergency rule 
and a crackdown on student 
protests. 

The team urged the gov- 
ernment to crack down on 
paramilitary gangs. It said 
Femuda Pancasila, a racke- 
teering gang closely affili- 
ated with Mr Suharto, had 
organised riots in Medan and 
may have played a big role 
elsewhere as well. 

The military's role in the 
riots has has dented public 
support for its dominant role 
in politics. The Moslem PPP 
party has backed public calls 
for the abolition of the allo- 
cation of 75 parliamentary 
seats to members of the mili- 
tary. 

The dominant faction of 
Golkar, the government 
party, along with the mili- 
tary and regional factions, is 
likely to block such propos- 
als. but reduce the number 
of seats to 55. 
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Mahathir fails to 
muffle strident 
voice of reformers 

Thousands of Malaysians have found the 
courage to channel protests through press 
and the internet. Sheila McNulty reports 


A s the skies opened on 
protesters calling for 
the resignation of Mal- 
aysia's prime minister. 
Mahathir Mohamad, last 
weekend, they sought shel- 
ter under copies of the once 
shunned “Harakah*’ newspa- 
per of the country's margin- 
alised opposition. 

The symbolism was tell- 
ing. Amid a torrent of pro- 
government propaganda in 
the mainstream media, the 
newspaper of the PAS 
Islamic party has become 
the reftige of the reformasi 
movement to reform Dr 
Mahathir's administration. 

They hold it up at rallies 
demanding justice for Anwar 
Ibrahim, whose summary 
dismissal as deputy prime 
minister, nine-day incommu- 
nicado detention and alleged 
beating in police custody 
have suddenly made the 
repression of basic institu- 
tions during Dr Mahathir’s 
17-year rule too flagrant far 
many to ignore. 

"The case has thrown up a 
lot of questions that relate to 
fundamental liberties In a 
democratic society,” says 
Saliha Hassan, a political 
science lecturer. And yet the 
government-controlled 
media have done their best 
to muffle them with cover- 
age of Dr Mahathir’s version 
of events. 

Dr Mahathir fired Mr 
Anwar on September 2 for 
having “low morals”. Mr 
Anwar is now on trial for 10 


counts of corruption and 
sodomy, which he insists 
were trumped up in a con- 
spiracy to punish him for 
gaining enough popularity to 
challenge Asia’s longest- 
serving leader. 

Thousands have taken to 
the streets in unprecedented 

protests against Dr Mahathir 

— a man who, just mnnth« 
ago, they were afraid to criti- 
cise publicly. This is a coun- 
try where university stu- 
dents are barred from 
involvement in politics and 
no more than five people can 
gather without a permit. It is 
also a place where anyone 
can be detained without trial 

- as Mr Anwar originally 
was - under the draconian 
Internal Security Act for 
being deemed a threat to 
national security. 

With headlines such as- 
"Can undergraduates 
think?" and “Abuse of the 
Internal Security Act", the 
Harakah newspaper is rous- 
ing a nation used to the 
"Mahathir says . . head- 
lines that dominate the 
mainstream madia 

Emotional commentary by 
people confessing they have 
finally found the courage to 
break through Malaysia’s 
“culture of fear and silence" 
and call for Dr Mahathir’s 
resignation has sent its cir- 
culation surging from 65,000 
before the political crisis to 
close to 300,000. This is the 
same as the reported week- 
day circulation of the coun- 
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try’s most influential daily, 
Utusan Malaysia. 

The government has 
noticed. ZuUdGi Sulong, Har- 
akah’s editor, says the Home 
Ministry, which Dr Mahathir 
heads, called him in to 
remind him Harakah news- 
papers are only to be sold to 
PAS members from news 
stand racks dearly marked; 
“For PAS Members Only". 
“They know they cannot 
compete openly. That’s why 
they resort to these under- 
handed tactics,” says Fan 
Yew Teng, a social activist 
and writer. 

E ven if the authorities 
suspend Harakah, as 
they have other newspa- 
pers in the past, they cannot 
keep independent reports 
from emerging. Mr Anwar’s 
supporters have established 
over a dozen web sties to tefl 
his side of the story. Some 
give detailed accounts of 
police firing chemical-laced 
water while chasing and 
beating them for demon- 
strating. They also make 
clear why they are putting 
their case for Mr Anwar on 
the internet. 

"If you are interested in 


the views and arguments of 
those opposed to him. click 
on the wort ’exit’ below and 
start your search.” is the 
opening message at a site 
called Anwar Online. "Better 
still, subscribe to these 
newspapers: The New Straits 
Times, The Malay Mail. Ber- 
ita Harlan, Utusan Malaysia. 
The Star «nd The Sun, and 
watch the news on Malay- 
sian TV." 

The authorities already 
tried restricting Malaysian 
activity on the internet. 
Months ago they detained 
several people for sending 
e-mails about rumoured 
instability in Malaysia. But 
the flow of potentially desta- 
bilising messages on the 
internet is now too consider- 
able to staunch. 

Dr Mahathir ’s people have 
counter-attacked with web 
sites of their own. And they 
are taking their propaganda 
directly on to the streets. 
This past week they strung 
trees around the capital with 
signs against protesting. 

“Do not disturb the peace" 
and "We’re thankful that 
Malaysia is a fortunate land" 
read two of the slogans 
above more than 100 people 


rtumting for the resignation 
of Dr Mahathir. 

A television station dis- 
patched crews with mini 
cameras to keep them unde- 
tected by demonstrators. 
Some journalists - worried 
about a backlash - travelled 
incognito. 

The boos with which the 
mainstream media were met 
as public opinion first 
turned against Dr Mahathir 
descended into violence just, 
over a week ago. Demonstra- 
tors pelted the van of the 
country's most influential 
news group with stones, 
breaking its windows and 
sending the journalists 
speeding off into the night. 

Zaini Hassan. news editor 
of the Utusan Melayu, was 
in that van. But the attack 
will not make him tone 
down the pro-government 
coverage he insists is crucial 
during these uncertain 
times. “We want to neutral- 
ise the situation.” he says. 
“We don’t want to create 
havoc." But after years of 
repressing their yearnings 
for change, that is a position 
many Malaysians no longer 
want their media to take. 


Chinese forex curbs delay payments 


By James Hanflng m Shanghai 


China’s efforts to tighten 
controls over foreign 
exchange have started to 
delay payments to foreign 
companies selling goods into 
the country and disrupt the 
trade finance business of 
international banks. 

Beijing has introduced a 
series of stringent measures 
since September, intended to 
clamp down on illegal for- 
eign exchange transactions 
that threaten to undermine 
confidence in the Chinese 
currency. 

But several foreign finan- 
cial Institutions and import- 
ers have begun to report 
that the tougher restrictions 
have resulted in delays and 
non-payment of letters of 
credit, creating a further 
obstacle to imports into 
China as well as fresh cause 
for concern for bankers. 

Foreign bankers in Xia- 
men, the port city on China's 
south-east coast, say the 
local courts have issued 
injunctions against Chinese 
banks to stop payment on 
letters of credit, while the 
authorities investigate what 


Arrests over currency purchases 


China has arrested several 
people in connection with a 
$36m foreign exchange 
fraud, writes James 
Harding. 

Two officials from the 
Guangdong Xinhui Tourist 
Development Company, 
which is based in southern 
China, are alleged to have 
made false import 
declarations to buy foreign 
currency illegally, according 
to a report yesterday In the 
Shanghai Securities News. 


The purchases woe made 
through a foreign trade 
company in central China 
between October 1996 and 
June 1998, It said. 

One of the more common 
types of foreign exchange 
fraud has involved 
companies in China using 
falsified customs documents 
to gain authorisation to 
transfer hard currency 
overseas to pay for the 
import of goods that ft later 
emerged never existed. 


they believe are take import 
documents. 

"A lot of companies are 
involved in illegal trade and 
there is a major concern 
about the loss of foreign cur- 
rency,” said the head of one 
international bank in Xia- 
men. which ts counterparty 
to a letter of credit (LC) that 
has been frozen by the local 
courts. “Eventually, the 
banks will have to honour 
the LCs. But it Is a disrup- 
tion to the LC busi- 
ness. . . and some importing 


companies will experience a 
delay in payment." 

The chief representative of 
another foreign bank in Xia- 
men, who is also lobbying to 
lift an injunction on an LC 
payment, said he understood 
there had been about 25 sim- 
ilar Injunctions in the city 
this year. The intervention 
of the courts has unnerved 
foreign banks and trading 
companies, which treat 
letters of credit as a stan- 
dard tool of commerce 
intended to ensure swift and 


safe payment between trad- 
ing partners. Under the 
internationally observed 
Uniform Commercial Prac- 
tice, which set out the terms 
and treatment of letters of 
credit, the law courts should 
not generally interfere with 
LC payments. . . 

A senior official at the Xia- 
men branch of the People’s 
Bank of China, the central 
bank, said there had been 
just a handful of injunctions. 
"Some Chinese banks have 
received orders from Chinese 
courts, asking them to stop 
paying. Some Chinese com- 
panies are suing domestic 
and overseas companies for 
cheating than out of their 
money." 

In addition, trade finance 
is being interrupted or 
delayed by new demands on 
banks to get approval from 
China's foreign exchange 
authorities before issuing 
certain types of LCs. 

. Gavin Bacon, partner at 
Simmons and Simmons in 
Shanghai, said: “The need 
for -all these, approvals is 
slowing up the wheels of - 
commerce, which might well 
persuade China's trading 


partners to look elsewhere.” 

Separately, China’s courts 
have increasi ngly issued 
injunctions on letters of 
credit payments - contrary 
to international practice - in 
order to shield Chinese com- 
panies unable or unwilling 
to pay for imported goods 
that they say fall to meet the 
conditions of sale, according 
to one representative of a 
foreign bank bit by the inter- 
vention of the legal authori- 
ties. This raises concerns 
about the health of some of 
China’s trading companies. 

In one case spanning 
Shanghai and Beijing, the 
courts have issued injunc- 
tions this year stopping pay- 
ments on 20 letters of credit 
worth in excess of $70m. 

The new foreign exchange 
rules were adding to the 
existing problem, one for- 
eign banker in Shanghai 
said, suggesting the delays 
and disruption of LC pay- 
ment was sapping confi- 
dence in China’s respect for 
standard practice in interna- • 
•tional commerce. “Letters bf 
credit and trade are one of 
the most basic issues in 
finance,” he said. 


Vietnam’s military asserts economic role 


By Jonathan BirchaS in Hanoi 


Vietnam’s defence minister 
has reasserted the military’s 
commitment to playing an 
important role in the Viet- 
nam’s economy and called 
for the army to set up spe- 
cial "economic defence" 
zones to promote develop- 
ment in border areas. 

General Pham Van Tra’s 
view, published yesterday in 
the Communist party daily, 
Nhan Dan. was the latest in 
a series of public statements 
by the Vietnamese army 
defending its economic role. 
It contrasts sharply with 


recent moves by China to 
reduce the business activi- 
ties of its armed forces. 

General Tra. wfao is also a 
politburo member, said that 
the army’s economic activi- 
ties over the years bad 
boosted national economic 
growth, created consumer 
commodities and exports, 
and in some cases contribut- 
ing to market-opening. "Tak- 
ing part in socio-economic 
building and development, 
while promoting strategic 
national defence, is a key 
political objective of the 
army,” he said. 

The Vietnamese official 


press has recently stressed 
efforts by the army to 
streamline its business activ- 
ities, with the number of 
military companies report- 
edly having been cut to just 
under 200, a third of the for- 
mer total, during a restruct- 
uring drive in 1995-96. 

But while Vietnam often 
follows China’s lead on 
social and economic policy, 
there is no sign of efforts to 
restrict the military's busi- 
ness activities, which mili- 
tary experts believe could 
provide around 5600m of rev- 
enue this year. Last month, 
the prime minister approved 


a plan for a new national 
conference centre in Hanoi, 
which will be owned by the 
Ministry of Defence; the milt - 
tary’s telecommunications 
company, Vtetel, has also 
just been given permission 
to become the country’s fifth 
inte r n e t service provider. 

In addition, the Vietnam- 
ese military has more than 
50 joint-ventures with for- 
eign companies, and fre- 
quently provides land for 
projects with no military 
content.' The Vietnamese 
navy, for example, is a 
minority partner in the' pro- 
posed 580m Saigon Marriot 


Hotel with Japan's Kotobukf 
Holdings. The Vietnamese 
air force Is also Involved in 
the Saigon Superbowl shop-, 
.ping and entertainment com- 
plex, built by Singaporean 
investors on land adjacent. to 
the city’s airport 
The army’s role on the 
borders, and control of Its 
own port facilities, has led to 
suggestions of military: 
involvement in smuggling 
and corruption; in another 
press interview published 
yesterday. General Tra said 
the armed forces’ activities 
in border areas were limi ted 
tO forestry and finhing 
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Gates tapes shed little light on facts 


TECHNOLO GY SETBACK FOR TOPjJS BANKS 

Smart card 
pilot plan 
abandoned 


By John Audios in Hew York 


A group of the largest US 
hanks and card Issuers has 
abandoned ambitious plans 
to roll out smart cards 
across the US, io a 
significant setback for 
attempts to introduce the 
technology in the world's 
largest economy. 

The group announced yes- 
terday that the biggest smart 
card pilot scheme yet 
attempted in the US was to 
close at the end of this year, 
without extending from its 
initial base in Manhattan's 
Upper West Side. 

All the equipment which 
had been installed with 
retailers is to be removed. 

Citibank and Chase 
Manhattan. New York's two 
largest banks, and the 
MasterCard and Visa bank 
card associations, had com- 
bined on the pilot scheme, 
which was launched in Octo- 
ber last year amid heavy 
publicity. 

But the scheme's partici- 
pants conceded yesterday 
that use uf the cards by 
consumers had not come 
up to expectations, and 
that merchants bad pressed 
far a simpler operating sys- 
tem. 

The banks had hoped to 
introduce the smart cards - 
which use embedded micro- 
processors rather than the 
traditional magnetic stripe - 
across the US. 

While the scheme was first 
launched as a six-month 
"pilot”, participants had 
hoped that it would swiftly 
be extended. 

At MasterCard, employees 
were banned from using the 
word "pilot" to describe the 
scheme. Instead, they were 
told, it was a “roll-out'’. 
MasterCard's hope was 
that it would then be 
extended to the rest of New 
York, and then to other 
large US cities. 

Instead. Upper West Siders 
have been given until the 


end of next month to use up 
the cash balances on their 
cards. Then the hardware 
Installed in retailing outlets 
throughout the area will be 
removed. 

Future smart card projects 
in the US will probably use a 
different system. 

A central concept being 
tested by the system was 
“inter-operability” or the use 
oF both the MasterCard Mon- 
dex and the Visa Cash 
systems using the same 
mechanical readers on shop 
counters. 

The two systems worked, 
but they required different 
procedures from shop assis- 
tants, and Visa reported that 
this proved to be unpopular 
with merchants. 

According to Carole 
Lockie, who was in charge of 
running the scheme far Visa, 
there was on analogy with 
early acceptance of credit 
cards. Pressure from mer- 
chants ensured that all 
credit cards could be oper- 
ated using the same equip- 
ment, and following the 
same procedures. 

Another problem was 
“critical mass". The logos for 
cards became a common 
sight In the Upper West Side, 
but Ms Lockie said mer- 
chants were disappointed by 
usage because many Upper 
West Siders spend most of 
the working day outside the 
area. 

Mike Tempora, head of US 
smart cards far MasterCard, 
said future pilot schemes 
would be in areas with a 
much more tightly defined 
geography, such as univer- 
sity campuses and govern- 
ment buildings. 

They would also add extra 
functions to basic cash pay- 
ment. such as operating as 
library cards or access cards 
far buildings. “What we've 
learnt is that you really have 
to make it relevant to some- 
one's everyday life and 
define it very clearly,” said 
Mr Tempora. 


By Richard Woffle 
in Washington 

As the Microsoft monopoly 
trial took a scheduled break 
yesterday, lawyers in the 
landmark antitrust lawsuit 
were assessing the impact of 
the vtdeotaped evidence of 
BUI Gates, chief executive 
and founder of the world's 
largest software company. 

in spite or the legal battles 
over their public airing, the 
videotapes of Mr Gates' pre- 
trial testimony appeared to 
shed little tight on the dis- 
puted Tacts. Mr Gates' persis- 
tent quibbling over the 
meaning of his prosecutors' 
questions - including such 
words as “sell", “compete" 
and “relationship" - evaded 


By Louise Kabos 
ki San Francisco 


If Bill Gates cannot be 
present in person at an 
Important computer indus- 
try conference or trade 
show, he often makes a pre- 
recorded video presentation. 

But the content and style 
are always very different 
from the recording shown in 
a Washington courtroom 
this week, where Microsoft 
is on trial facing anti-trust 
charges. 

Mr Gates usually plays the 
friendly nerd - a technical 
wizard, a visionary and, of 
late, an advocate for greatly 
simplifying the complexities 
of computing. 

But the Bill Gates seen 
making a deposition before 
government lawyers this 
week was edgy, evasive and 
sometimes combative. He 
seems wary of being trapped 
and is defiant in refusing to 
acknowledge the plain mean- 
ing of some of the Lawyer's 
questions. 

In a two-hour segment or 
the deposition, shown on 
Monday, he appeared irri- 
tated by the relentless 
questioning. He rocked back 
and forth and fidgeted ner- 
vously. 

Showing the videotape 
was an attempt by the gov- 


the most thorny questions 
posed by his prosecutors. 

Even when confronted by 
his own e-mails, Mr Gates 
sidestepped the issue of his 
own role In shaping Micro- 
soft's strategy towards Net- 
scape Communications, the 
Internet software rival, and 
Apple Computer, the per- 
sonal computer pioneer. 

However, government law- 
yers believe that his evasive 
performance and “ astonish- 
ing lack of recall" reinforced 
an overall impression that 
Microsoft was failing to give 
a consistent account or 
actions towards competitors. 

For example, Microsoft 
changed its attack several 
times against Jim Barksdale, 
Netscape's chief executive 


Microsoft 

eminent to “sensationalise" 
the trial, Microsoft charged. 
Legal consultants hired by 
the company played down 
its significance, describing 
it as the “ordinary deposi- 
tion of an extraordinary 
man". 

However, government offi- 
cials said the testimony was 
vital to understanding 
Microsoft's intentions: some 
questions in the deposition 
related closely to the testi- 
mony of the government's 
next witness - a senior exec- 
utive of Apple Computer. 

Still, the unflattering por- 
trait of Mr Gates painted by 
the video showed a side of 
the Microsoft chairman 
rarely seen in public even If, 
to those who have spent 
time with him. the style was 
no surprise. In interviews, 
he is often argumentative 
and combative. He fre- 
quently challenges the 
knowledge and Intellectual 
stamina of interviewers and 
responds negatively to what 
he considers "trick ques- 
tions". 

Indeed, in the deposition 
he is more restrained than 


and the government's first 
witness. First, it said Net- 
scape had simply imagined 
the events of a meeting in 
which Microsoft allegedly 
sought to carve up the mar- 
ket in internet software. 
Then Microsoft claimed Net- 
scape had sought to set up 
the company, with an eye to 
winning government support 
for legal action. 

Lawyers from the US Jus- 
tice Department and 20 
states were keen to air Mr 
Gates' testimony about 
Apple Computer before the 
cross-examination of a 
senior Apple executive 
began today. Apple accuses 
Microsoft of abusing its 
monopoly power to buIJy the 

company on two issues. 


when speaking in a less For- 
mal meeting. On the video 
he appeared to hold back 
from temptations to tell the 
government's lawyers they 
bad failed to understand the 
workings of his company or 
Industry. 

He did not allow himself to 
accuse them of being unrea- 
sonable. Neither does he ask 
them, in typical style, how 
technical they are - a fre- 
quent rhetorical question 
aimed at interviewers. 

Renowned, among com- 
puter industry executives for 
his sharp tongue and tem- 
per, Mr Gates - in the seg- 
ment shown so far - 
remains controlled and 
attentive in spite of fre- 
quently repeated, detailed 
questions. 

And the government's tac- 
tics could backfire. With sev- 
eral more hours of video 
expected to be shown, the 
Justice Department runs the 
risk of making Mr Gates 
appear to be the victim of its 
lawyers' interrogations. 

There is also the possibil- 
ity that Microsoft may, after 
aU, call Mr Gates to the wit- 
ness stand toward the end or 
the trial, when It presents Its 
rebuttal to the government’s 
charges - an occasion when 
the friendly nerd may tty to 
charm the judge. 


The most dramatic accusa- 
tion Is that Microsoft farced 
Apple to agree to an August 
1997 deal in which Microsoft 
Invested Sifiom in the com- 
pany In exchange far a series 
of agreements. According to 
Apple. Microsoft threatened 
to cancel development of 
crucial business software - 
Including word processing 
and financial spreadsheets - 
unless Apple agreed to Its 
demands. 

Along with a resolution of 
patent disputes, Apple 
agreed to break its favoura- 
ble relationship with Net- 
scape and place Microsoft's 
products as the preferred 
Internet software on its com- 
puters. 

The second bullying 


charge revolves around 
Apple's internet software. 
QuickTime, designed to ere-, 
ate and play back multime- 
dia content 

Apple claims that Micro- 
soft sabotaged QuickTime by 
Introducing clashes with its 
best-selling Windows soft- 
ware. 

Microsoft’s lawyers have 
tried to convince Judge 
Thomas Jackson to dismiss 
the Apple claims as “extra- 
neous” to the lawsuiL How- 
ever. the Microsoft case is 
hindered by e-mails from Mr 
Gates and other Microsoft 
executives which strongly 
suggest that the company's 
dealings with Apple were 
indeed shaped by the bigger 
battle with Netscape. 


Colombia 
attack 
on eve 
of talks 

By Adam Thomson in Bogota 


Colombia's leftwing 
guerrillas have inflicted 
their most damaging defeat 
on the national police, just 
days before they are due to 
start peace negotiations with 
the government 

Unofficial reports suggest 
there may be as many as 70 
policemen and 10 civilians 
dead, with a further 45 
policemen kidnapped by the 
Revolutionary Armed Forces 
of Colombia (Fare), following 
the rebel group's attack on 
the town of Mitu. close to 
the border with Brazil. 

Yesterday. however, 
authorities bad still not 
released an official death 
toll. Teddy Tombaum, direc- 
tor of the Colombian Red 
Cross, who travelled to Mitu 
when the fighting broke out, 
said there were too many 
dead for an accurate body 
count. All communications 
have been cut since Sunday 
wben an estimated 700 guer- 
rillas descended on the town, 
according to police. 

Yesterday, 130 additional 
troops were flown into the 
area to back up an original 
force of 220 police and sol- 
diers who were sent in on 
Monday to recover the town. 

The bloodiness of the 
attack and its timing - three 
days before Fare is due to 
begin peace talks with Presi- 
dent Andres Pastrana’s 
recently elected government 
- call into question the reb- 
els' desire for peace. Few 
observers doubt that the 
order to attack Mitu came 
from the top erf 1 Fare's line of 
command. 

Mr Pastrana, who was 
forced to cut short a two-day 
visit to Venezuela, where he 
was due to meet the main 
candidates In December's 
presidential elections, said 
the latest wave of violence 
would not jeopardise the 
talks. 

The president has already 
made a significant conces- 
sion to Fare by withdrawing 
soldiers and police from five 
municipalities in the south 
I of the country. 



Gates: t esti mony 'vital to undendanefing Microsoft's intentions’ 


On the web today 

• Hurricane Mitch claims 7,000 lives • Antigua to sign 
legal treaty with US • Cardoso to unveil jobless plan 

• Venezuela's disgruntled voters • US economy ‘still 
healthy' • Hungry unions seek N American expansion 
httpy/ www.ftcam/americas 
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INTERNATIONAL 


Former military ruler to 
stand in Nigerian election 


By William Wallis in Lagos 


Olusegun Obasonjo. 
Nigeria's former military 
ruler, ended months of spec- 
ulation yesterday when he 
announced he would seek 
nominal lun os u candidate in 
next February's presidential 
elections. 

The retired general made 
the announcement at his 
chicken farm outside the 
commercial capital Lagos, 
where he was surrounded by 
supporters touting his 
“unique qualities" to mao- 
age the delicate transition 
from dictatorship to civilian 
rule. 

Gen Obasanjo distin- 
guished himself in 1979 by 
becoming the only military 
head of state in Africa's 
most populous nation and 
leading oil producer to hand 
over power to an elected 


civilian government 

More recently he became 
one of the most prominent 
victims of the latest and 
most brutal of the country 's 
military regimes, serving 
three years in prison on 
charges of plotting a coup. It 
was the death of the late dic- 
tator Sani Abacha In June 
that paved the way for his 
release and a new transition 
to democracy under the Gen 
Abdulsalami Abubakar who 
has restored some optimism 
in a country ruined by cor- 
ruption and mismanage- 
ment 

His decision to bid for the 
presidency follows his deci- 
sion last week to join the 
People's Democratic party 
(PDP), the most broadly- 
based party to have emerged 
recently. 

It also follows, be said, 
weeks of painstaking deliber- 


ation in which he was bom- 
barded by conflicting advice 
by dignitaries across the 
country on whether to take 
up the challenge. 

Supporters say that as a 
former soldier, he is well 
equipped to handle the 
restructuring of an array 
that has been in power in all 
but 10 of Nigeria's 38 years 
of independence, and 
thereby stave off the threat 
or future coups. 

At the same time tbey say 
he would satisfy the clamour 
for a power shift from the 
north of the country which 
has dominated the military 
government to tbe tradition- 
ally marginalised south. 

His candidature has been 
endorsed by some heavy- 
weight political leaders in 
the Moslem north. Ironically, 
however, it is among his 
own ethnic group the Yor- 


uba. in the south-western 
region of the country that he 
is likely to face the stiffest 
resistance. 

Ytiruba advocates of radi- 
cal change and devolution in 
Nigeria see Gen Obasaojo as 
overly influenced by the 
north in general and the 
army in particular. They see 
his candidature as tbe effec- 
tive continuation of military' 
rule. 

Heckled by journalists 
addressing these controver- 
sies after his address yester- 
day he said: “You have to be 
realistic in Nigeria. If you 
want a Utopia it will not be 
this side of eternity." 

Before he can run for pres- 
ident Gen Obasanjo will 
have to beat off other aspi- 
rants at a PDP party con- 
gress next month and in 
doing so risks splitting the 
party. 



Hopes of preserving a village's religious harmony go wrong 


Egyptian police resorted to torture in a 
murder hunt, inflaming feelings they were 
meant to soothe, reports Mark Huband 


P olice commander Abdel 
Hall* sipped tea from a 
large mug and denied 
all the accusations made 
against his officers. Nobody 
bad been suspended from 
the ceiling fans. No electric 
shock torture had been car- 
ried out. There had been no 
beating of children, and 
nobody had been strung 
upside down by their ankles 
from the window frame. 

But personal testimonies 
and a report by the Egyptian 
Organisation for Human 
Rights (EOHR) describe bow 
between mid-August and 
mid-September the police 
station in this Upper Egyp- 
tian farming village of A1 
Kosheh and the nearby 
police station of Dar al-Sa- 
laam were* the scene of mass 
arrests, torture, and brutal 
collective punishment as 
part of a murder inquiry. 

"The police took me, and 
then they took my sons." 
said Boctor Abu Al-Ayroeen. 


“They hong me up by my 
feet from the window 
frame." 

Sitting in the crowded 
office of Al-Kosheb's Coptic 
church. Mr Boctor said be 
was held for 34 days, blind- 
fold. often strung up by his 
ankles, beaten with Bsts and 
sticks. He was tortured with 
electric shocks to his geni 
tals and ears, and heard his 
family threatened with rape 
unless he confessed to mur- 
dering two Copts in the til- 
lage on August 14. 

Mr Boctor’s 1 1-year-old son 
Michael was subjected to tbe 
same treatment, and at one 
point was attached to a ceil- 
ing fan which was then 
switched on until he lost 
consciousness. 

The official explanation 
for the police reaction to the 
murders remains vague. The 
EOHR believes police 
decided the killing of the two 
Copts would have damaged 
Moslem-Christian relations if 


a Moslem had been found 
guilty. Consequently, offi- 
cials decided a Copt should 
be found guilty, the EOHR 
inquiry concluded. The 
investigation which followed 
now appears to bare shat- 
tered the very relations the 
authorities were apparently 
trying to preserve, without 
even finding those guilty of 
the murders. 

“The police took my 14- 
year-old daughter to the 
fields." Mr Boctor said. 
“They placed her tn front of 
her brother, and threatened 
to bang him up like Jesus 
Christ." His daughter was 
not the youngest victim of 
the alleged brutality. The 17- 
month-old son of another 
suspect, Gamal ShukraUah, 
was held up by the crowd in 
the church office and a 
series of bruises across his 
backside revealed. 

“That was from electric 
shocks. And there are others 
even younger who had the 
same treatment." said 
Morees ShukraUah. the boy’s 
father. He himself bad been 
detained for 19 days after 
being accused of the mur- 


ders. During his detention in 
the Dar al-Saiaarn police sta- 
tion. he says, he was hung 
upside down, beaten and 
subjected to electric shock 
torture, while his wife and 
.son were forced to look on. 

During the month-long 
investigation, the police are 
estimated by church offi- 
riais. villagers and the 
EOHR to have detained 1,200 
people of ail ages, many of 
whom were tortured. 

T be impact of the mass 
arrest and brutal treat- 
ment of villagers in an 
area which, the residents 
say, has never been affected 
by such trauma, has been to 
shatter whatever trust there 
may bave been between 
civilians and the police. 

“There was never any 
problem between the Copts 
and the Moslems here." said 
Amba Wissab. Bishop of 
Sohag. “This action was not 
anti-Christian. It was anti- 
humanity. The church has 
gone to the government to 
expose the problems that the 
people are facing. But 
there's no response." During 


tbe period of the investiga- 
tion Bishop Wissah sent 
letters to senior government 
officials alerting them to the 
police practices, but he 
received no replies. 

“I shall try to do some- 
thing. to bring tbe police to 
court. But 1 feel very sad. 
The human rights organisa- 
tions come and do their 
reports, and then nothing 
happens." he said. A list of 
written questions on tbe 
case submitted to tbe inte- 
rior Ministry has so far been 
met with silence. 

“The government tried to 
ignore the problem during 
the events." said Mohammed 
el-Ghamri. EOHR executive 
director. “Torture inside 
police stations has become a 
tradition in Egypt. The 
police officers see that it’s 
easy to get information from 
people by torturing them. In 
el-Kosheh the problem came 
about because of the torture. 
Murders in that area are 
quite normal." 

Human rights lawyers are 
now awaiting a report on 
police interrogation meth- 
ods, which is being prepared 


by the Sohag public prosecu- 
tor. Only the prosecutor can 
decide whether to hring a 
criminal case against police 
officers. However, lawyers 
for the Centre for Haman 
Rights Legal Aid tCHRLAJ 
believe they may be able to 
bring a civil rase and 
demands for compensation. 

"If we gi t the right names 
of the police officers it might 
be possible to bave the pros- 
ecutor take action." said 
Gasser Abdel Rezak of 
CHRLA. But the lawyers are 
convinced the government 
would like to furget the 
whole incident in order to 
avoid inflaming sectarian 
conflict, of a kind which may 
now have arisen because of 
the police strategy. 

“The police cursed our 
religion, and said we had no 
religion.” said Adel Arsal, 
the brother of one of the 
murdered men. who was 
held for 40 days and interro- 
gated along with the hun- 
dreds of others. His anger at 
the insults reflects the 
upsurge in emotions which 
the villagers say they had 
rarely felt in the past. 


NEWS DIGEST 

US FEARS FURTHER POSTPONEMENT 

Netanyahu again delays 
vote on Palestinian deal 



Beniamm Netanyahu. Israel's prune minister yesterday 
again postponed a special cabinet meeting to vote on last 
month's new interim accord with the Palestinians, amid 
growing US concern that the date far implementing the 
deal will be further delayed. 

Mr Netanyahu said the cabinet would not convene until 
the Palestinians put in writing a pledge to arrest 30 sus- 
pected killers of Israelis, of whom 10 arc serving in the 
Palestinian police force. f 

A senior Israeli government official said the Palestinians 
verbally agreed at the Wye Plantation summit to arrest tfis 
cncrwarx; 3s part of a detailed security timetable to combat 
terrorism. The imolementation of that timetable would be 


Earlier this week, the Palestinians presented their time- 
table to US officials, who deemed it adequate Washington 
then passed it to the Israeli government. Mr Netanyahu, 
however, rejected the Palestinian plan, insisting any time- 
table include when the 30 suspects would be arrested. 
Judy Dempsey. Jerusalem 





ISRAEL! ECONOMY 


Foreign investment drops 

Israel's economy suffered a double blow yesterday with 
the release of figures by the Bank of Israel showing a 
sharp decline in foreign investment and an increase in 
government debt 

Foreign investment fell 65 per cent dunng the second 
and third quarters of this year, totalling onlv $730m. com- 
pared with $2.1 bn in the corresponding period in 1997. 

The Tel Aviv Stock Exchange has been hard hit as well, 
with financial investment falling from Si .5bn la S330m over 
the same period as foreign investors remain reluctant to 
return to emerging markets following the Asia and Russian 
economic crises. 

As a percentage of gross domestic product, government 
debt jumped 3.5 percentage points in real terms over the 
past nine months, to 107 per cent, or Shk380bn ($89 bn]. 
The Bank of Israel blamed the slowdown in the economy 
and the depreciation of the shekel. Judy Dempsey 



CZECH RADIO BROADCASTS 


Iran and Iraq lodge protests 

Iran and Iraq have protested over the Czech government's 
decision to allow Radio Free Europe/Radio Liberty, the US 
Congress-funded radio station, to produce local language 
programmes from Prague. 

Iraq has warned that the broadcasts, which began last 
week, will hurt trade relations. Iran has recalled its ambas- 
sador for consultations and has frozen trade ties. 

The Czech government was hesitant to permit the radio 
programmes and forced RFE/RL - whose headquarters is 
in Prague - to abandon plans to use a residential house, 
which it feared could become a terrorist target. 

The programmes, which are made in Prague, are broad- 
cast from transmitters outside the Czech Republic. 

Robert Anderson, Prague 
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REVISE YOUR PERSPECTIVE WITH OUR FINANCE PORTFOLIO 



The Rale of the finance 
Director 

Businesses ore changing and so must 
she role ol the Finance Director. No 
longer just the 1 eeper el the account 
’.ou are now, often ihe guardian cf 'he 
■:-.tTipanv's commercial strategy. 

The Sale of the Finance Director' examiner, the 
;pj--.yir.g nolure of this Vilal posilicn 
J- • j- revised and updated, this practical briefing *ill 
g vou a clear pictife of the lores' trends and 
thr.l m 3 in ihe field Toge'her wilh invaluable 
opinions (ram Finance Directors ar. their changing 
r-*e. vou will gain vital knowledge which will enable 
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The Strategic Accountant 

There is ar urgem reed in business 
loda ,■ ror accountant; whh strategic 
-■■■"* si.iils. Why 2 Because an evolving 
business environment demands it. 
It is cnticcl tor ,-ou to a da pi your sViHs and 
become par* o! -he strategic planning process 
This tapicci recoil e-onunes the drivers for 
change and outlines die steps you need to take now 
to edapt you; rale and meet today s business 
challenges. Intelligent, sfimutoting ono concisely 
written. The Strategic Acco jntant' will give you the 
Irawledge you need !a moire the tronsiton. 

Contents include: 

• The strategic accountant 

• Strategic tnnl :ng 

• The role : l ire ihategie accountant in: 

■ liiVsct'3-en viren mental analysis 

- Industry analysis 

- Interna: analysis 

- Strategy developreni 

- Fearing trie strategy 
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Internal Audit 

Pecenl high profile corporate governance 
scandals have resulted m a number of 
external and internal repotting 
changes 

If like many busy executives you haven't had 
time to fully appraise yourself on how changes affect 
you, then this timely briefing is precisely what you 
need 

‘Internal Audit' provides an mdepih account of - 
where internal audit car; f it into your organisation 
and how it can add value. It gives -you the 
information you need to review your organisalional 
operations, promote good corporate governance and 
ensure effective and efficient controls are in place. 

Contents include: 

• Regulatory environment and internal control 

• Performance measurement 
m Managing the service 

• What is internal cudii? 

• Delivering ihe service 

• Future expectations 
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BRITAIN 


ROAD TRANSPORT SECTOR CALLS FOR FUEL TAX AND VEHICLE DUTY TO BE CUT 


EU commissioner backs hauliers’ plea 

Bu la-n * 


NEWS DIGEST 


( A1R RA6E* CONFERENCE 


- «Eeat US government 

Neil Kinnock. Euronean tSul S^l II10re to 

Union transit ^ S. ^ 178081,0,1 ««» 

sioner. yesterSv “Ktmg com- 


Neil Kinnock, European 
Union transport commis- 
sioner. yesterday supported 
rails from uk hauliers for 
fuel tax and vehicle duty to 
be reduced in line with other 
EU countries. “Until that 
happens the UK hauliers will 
continue to bear the burden 
to the disadvantage of them- 
selves and to the economy " 
he added. 

He also supported calls 
from delegates at the annual 
conference of the Confedera- 
tion of British Industry for 


the costs, the reality is that 
delay in developing essential 


could not afford to wait for 
the government to imple- 


Panies “billions of pounds a 
year*’. The CBl is the UK's 
principal employers’ organi- 
sation. 

Mr Kinnock. a former 
leader of the UK Labour 
party, said delays to infra- 
structure improvements- 
were a “false economy” 
which damaged businesses 
and jobs. 

“Britain’s congestion bill 
is over £20 bn <S34bn> a year 
and rising,” be said. “Despite 


infrastructure is a false meat promises to invest in 
economy. It disables com- infrastructure and measures 


me trial and social activity, it 
adds to operational and envi- 
ronmental burdens and it 
reduces productivity, and 
eventually the job has to be 
done at a higher price." 

Mr Kizmock urged the gov- 
ernment to maximise bene- 
fits of increased investment 
with supporting measures 
such as road tops. 

John Allan, chairman of 
the CBI’s transport policy 
committee, said businesses 


to tackle congestion. 

An extra £2.5bn invest- 
ment a year was needed for 
transport, two thirds from 
state funds, in particular to 
increase rail freight capacity 
and efficiency to ease pres- 
sure on roads. 

He repeated calls for cuts 
to fuel tax and vehicle excise 
duty, which road hauliers 
claim is helping overseas 
rivals operating from 
cheaper European neigh- 


bours. Taken together these 
costs will put a huge burden 
on business and could seri- 
ously damage UK competi- 
tiveness,” he said. 

• The government yester- 
day launched a scheme to 
build stronger links between 
the Fbreign Office and indus- 
try. Robin Cook, foreign sec- 
retary, said he was setting 
up a series of six-month 
exchanges between staff at 
his department and at the 
CBL 

Mr Cook said he would 
send some of his “top night” 
officials to the CBl and 


would help organise semi- j 
oars across the UK to help 

boost the partnership. The 

Foreign Office ulll also hold 
an open day for business 
next year, targeted at small I 
and medium sized firms. 

Talking together is good, 
but working together is an 
even better way to promote 
mutual understanding," be 
said. “I want staff at the CBl i 
to know first hand what the : 
Foreign Office can offer, and 
1 want my staff to know > 
what business needs.” Mr 1 
Cook said at the CBl ronfer- ■ 
eure. i 


Life after redundancy brings 
analyst a sense of balance 

:—i~ i ..... . . _ 


With job losses hitting world financial centres, a former US bank 
executive tells Alison Maitland of his fulfilling existence 

j T J£ r > V,C ^ to™ before join- among high-flying busines 

,k* ugb m Smith New Court, is now people." He chairs a hospite 
the 1960s, has long gone, head of global equity mar- trust, does voluntary war 

at Merri » Lynch - aST fund-raising.^ lind ha 


once hit £500.000 ($845,000). 

But John Hewitt, former 
head of Citicorp Scrim geo ur 
Vickers, the US bank’s 
ill-fated venture into securi- 
ties in the City of London, 
has found ample compensa- 
tion for the loss of the high 
life. Since Citicorp closed the 
operation in 1990. he has 
thrown himself into “good 
works” and dabbled in busi- 
ness. 

With the latest wave of job 
cuts spreading gloom 
through the world’s finan- 
cial centres, Mr Hewitt's 
experience illustrates that 
life after redundancy can be 
just as fulfilling, if not more 
so. 

“The City was all-consum- 
ing. You’d be having dinners 
or meetings in the evening. 
You never had time to look 
at the outside world,” he 
says. ’*! loved the ritzy 
hotels. I liked gambling and 
drinking. But I always quite 
fancied a balanced life.” 

Mr Hewitt, once a top- 
ranking retail analyst, can 
easily envisage what might 
have been. Paul Roy. who 
ran Citicorp Scrirogeour 


which itself has just cut 
3,400 jobs. 

“When Paul is whizzing off 
to New York for a major oil 
company merger, I occasion- 
ally think: I could have done 
that," says Mr Hewitt. Heav- 
ing another log on an enor- 
mous bonfire in his garden, 
he laughs: “This is when I 
think Td rather be working 
for Merrill Lynch . . . But 
then he doesn’t have time to 
walk the dogs through the 
woods, which is one of the 
great joys. There is a price to 
pay for high earnings.” 

Mr Hewitt’s transition 
from the City was considera- 
bly eased by the handsome 
sum he made as a partner in 
Scrimgeour Kemp-Gee when 
it sold out to Citicorp in 
1964. He had long been deter- 
mined not to die In the job: 


among high-flying business 
people.” He chairs a hospital 
trust, does voluntary work 
and fund-raising, and has 
investments in a local health 
club and a small inventions 
company. 

Many headhunters and 
career counsellors take the 
view that redundancy can be 
a catalyst for good. 

“Losing a big job in the 
City allows senior people to 
think about the fundamental 
direction of their lives, 
which they rarely have a 
chance to do in the hubbub 
of work,” says Stephen 
Bampfyide, managing direc- 
tor of Saxton Bampfylde 
Haver, the executive search 
firm. 

George Mauzd, who runs 
the Wall Street office of Lee 
Hecht Harrison, a career 
management consultancy, 
expects the current down- 
turn to bring the biggest 
across-the-board job losses 








Dog days: John Hswttt has left the frantic pace of the City behind him 


“It was a good life, but 1 since the early 1990s. But he 
never felt Td been put on does not believe financial 


earth to be a stockbroker,” 
Now 52, he says he earns a 
twentieth of what he was 
paid 15 years ago. 

“Some people would find 
that horrible and awfuL But 
I quite like ft. There are 
excesses in the City and 


workers need be very pessi- 
mistic. 

“At the time, people can't 
see the good that can come 
out of it. But it can often, be 
a very liberating experi- 
ence.” 

The opportunity to achieve 


Senior minister cools 
enthusiasm over euro 


By DavW Wlghton, 

Political Correspondent 

The economic conditions 
may never be right for 
Britain to enter the single 
currency, a senior cabinet 
minister said yesterday, 
apparently reversing the 
government’s more enthusi- 
astic stance on the euro. 

Jack Cunningham, the 
minister responsible for 
co-ordinating government 
policy, declined to endorse 
the line taken on Monday by 
Peter Mandelson. the chief 
trade and industry minister, 
that joining the euro was a 
matter of “when" not "if" - 

Asked on BBC radio if it 
was inevitable that the eco- 
nomic conditions would 
eventually be appropriate for 
sterling to join. Mr Cunning- 
ham said: They may not. of 
course." 

Mr Cunningham insisted 
that the position on the sin- 
gle currency bad not 
changed in spite of the shift 
in tone detected by business 
leaders in speeches by Mr 


Mandelson and Gordon 
Brown, the chancellor of the 
exchequer, on Monday. 

Mr Mandelson told the 
Confederation of British 
Industry, Britain’s largest 
employer’s organisation: 
“We have made clear that 
we will join the single cur- 
rency when it is In Britain's 
economic interests to do so." 

Mr Mandelson later 
stressed that he was only 
restating the government 
position set out by Mr 
Brown a year ago. 

But the apparent change 
of emphasis was reinforced 
by Mr Brown's announce- 
ment of a cross-party parlia- 
mentary committee to 
review preparations for eco- 
nomic and monetary union. 

The committee will work 
alongside the standing com- 
mittee on preparations set 
up by the chancellor a year 
ago. The standing committee 
last week studied a draft of 
the government's change- 
over plan which is under- 
stood to envisage a transi- 
tion period that could last 


until 2005. But business lead- 
ers believe Britain could 
move faster to full member- 
ship of the single currency. 

Adair Turner, the director- 
general of the CBL said the 
period between the fixing of 
the sterling-euro exchange 
rate and the Introduction of 
notes and coins could be 
reduced to about is months 
from the 314 years which the 
first-wave countries are 
going through. 

The draft changeover plan 
being studied by the Trea- 
sury says there would have 
to be a 40-month delay 
between the announcement 
of government plans to hold 
a referendum and the intro- 
duction of euro notes and 
coins. That suggests that the 
transition period could last 
until 2005. 

Sir Clive Thompson, presi- 
dent of the CBL this week 
called for the government to 
set a date for a decision to 
join the single currency. 

Editorial Comment, Page 15 
Lex, Page IB 


Digital TY group may 
offer cheap phone calls 


By Cathy Newman m umfen^ 

On Digital, the group owned 
by two British independent 
television companies, is con- 
sidering offering cut-price 
telephony as part of its 30- 
channut digital terrestrial 
television service. 

The group, which launches 
in under a fortnight and 
transmits via roof-top aeri- 
als. is to hold talks with 
cable operators about the 
idea, it would hope to intro- 
duce cheap telephony some- 
time next .war, 

The move would make on 
Digital more competitive 
with British Sky Broadcast- 
ini?, the satellite company 
which last mouth started 
broadcasting a 140-channel 
digital service. 

Cable operators have 
driven subscriber numbers 
hv offering packages of tele- 
vision channels and cheap 
telephony. NTL. the UK * 
third biggest cable company, 
would be a natural partner 
for On Digital. 


NTL owns a third of S4C 
Digital Networks, another 
digital terrestrial television 
operator, and has built the 
transmission network used 
by On DigitaL 

Unlike most other cable 
companies, NTL has a 
national telephone network, 
so it would be able to offer 
cheap telephony to On Digi- 
tal's customers nationwide. 

However, On Digital is 
believed to be keeD to 
explore the plan with others 
such as Cable & Wireless 
Communications, the UK's 
biggest cable company. 

BSkyB has experimented 
with offering customers a 
low-price phone line through 
British Telecommunications, 
but it has not marketed the 
service. Subscribers to 
BSkvB’s trial telephony 
offering. SkyDial. receive a 
separate bill from BTs, 
whereas cable companies 
combine phone and televi- 
sion charges in one invoice. 
• UK commercial radio 
companies are to start using 


the internet for the buying 
and selling of advertising 
slots on local stations in an 
effort to boost their £400m 
annual advertising sales, 

writes John Gapper. 

The commercial radio 
companies, led by groups 
such as Emap and GWR 
Group, believe they could 

boost their relatively small 
share of the total display 
advertising market by mak- 
ing It easier for agencies to 
buy radio advertising. 

The Radio Advertising 
Bureau, which represents 
commercial operators, is 
investing £500,000 in an 
internet project that will 
allow radio sales houses to 
trade electronically with 
buying agencies represent- 
ing advertisers. 

Although radio advertising 
has grown strongly in the 
past five years - and 
reached fiiOQra in the third i 
quarter of this year, accord- 
ing to new figures - sales 
are limited by the fragmen- \ 
tattoo of the industry. i 


a really rewarding new life- 
style after redundancy does 
not depend on high status 
and substantial resources. 
Stephanie Clark worked for 
Bankers Trust in Manha ttan 
for 16 years. Then she lost 
her job as a middle manager 
in the securities back office 
operation four years ago. 

British 
Council 
seeks 
new head 

By David Buchan bi London 

The British Council, the 
body which promotes 
Britain’s image and culture 
outside the UK, yesterday 
started its search for a 
replacement to David 
Drewry, who resigned at the 
weekend after only 10 
months as director general. 

Baroness Kennedy, who 
chairs the British Council 
board, is to head a board 
subcommittee to search for a 
successor to Mr Drewry who 
quit after a clash with senior 
managers and board mem- 
bers over staffing policy. 

The British Council has 
6,000 staff in 110 countries 
Including the UK and a bud- 
get of £4l2m- One third of 
this is a subsidy from the 
Foreign Office, while much 
of the rest is income from 
teaching English. 

The organisation is being 
run on a temporary basis by 
Tom Buchanan, one of four 
senior managers whom Mr 
Drewry sought to remove 
from their jobs. 

Mr Drewry's proposed per- 
sonnel changes were part of 
his effort to give the organi- 
sation a new direction in 
line with the new image 
sought for Britain by tbe 
government. 

But his attempt to move 
four of the council's five 
senior managers at one time 
- described by one insider as 

unprecedented - backfired 

and he was forced to back- 
track. 

A statement issued over 
the weekend said Mr Dre- 
wry, a geologist, felt he had 
completed the first stage of 
his strategy review and it 
was now appropriate for him 
to return to academia. 

Mr Drewry was previously 
director of science and tech- 
nology at the Natural Envi- 
ronmental Research CounciL 

Mr Drewry was said to 
have found difficult the 
political manoeuvring 
involved in running such a 
large organisation with a 
strong board partly made up 
of MPs from the major par- 
ties and in satisfying the 
various lobbies with an 
Interest' in the British Coun- 
cil - higher education, the 
Foreign Office and govern- 
ments outside the UK- 


After career counselling 
and a year off. she opted for 
a job in private industry 
where “I can see my contri- 
bution making more of an 
impact” At 41. she is enjoy- 
ing the 09h00 to l7hQQ life as 
office manager for Blum ex, a 
Dutch-owned flower busi- 
ness on Long Island. 


i David Anmeo 

Mr Hewitt is keeping his 
options open and has 
“thought vaguely" about a 
short-term return to the 
financial world. He plans a 
three-month walk along the 
pilgrim route to Santiago de 
Compostela in north-west 
Spain to ponder his next 
move. 


Airlines ban man accused 
of attack on stewardess 


A man accused of attacking an air stewardess with a 
broker bottle -.vas yesterday shunned by international car- 
riers 25 industry chiefs met at London Heathrow airport to 
discuss the growing threat of "air rage”. Steven Handy has 
been banned from travelling with all UK airlines, Airtours 
said. 

Unemployed Mr Handy. 37. is accused of attacking Air- 
toura stewardess Fiona Weir, 31. on a flight from London 
Gatwick id Malaga in Spam last Fnday. He has been 
bailed by a Spanish court. 

The stewardess from Wimbledon, south-west London, 
needed IS stitches after being hit over the head and cut 
on the arms and neck with a broken vodka bottle. Dele- 
gates a: a UK Flight Safety Committee conference sent the 
best wishes of the aviation community to her. 

The conference was considering whether to recommend 
a nationwide blacklist of disruptive passengers. It would 
list these convicted of assaults against air crew or endan- 
gering i lights, and could be used by any flight operator to 
deny trouble-makers access to aircraft. Airtours said its 
lifetime travel ban on Mr Handy had encouraged other air- 
lines and Hoverspeed to follow suit. “We approached 
even,, major airline in the UK and all Spanish carriers and 
an our colleagues at those airlines; (hey are all backing the 
ban.” an official said. Airtours also wants UK railway com- 
panies to lOir, ii i. 


PRIVATISED RAILWAY COMPANIES 

Operators’ punctuality still poor 

Poor punctuality and high levels ot cancellations on the 
privatised railways continued throughout the summer in 
spite of pressure from the government and the rail fran- 
chising director. Performance in the three months to mid- 
September was little changed on the preceding quarter 
but was worse than In the'same quarter of 1997, John 
O'Brien, the franchising director, said m hts latest report 
today. 

In spue of this failure to improve services, the train oper- 
ators still received £2.7m ($4.6m) in incentive payments in 
the quarter and £6m in the year to date - roughly half the 
amounts paid in the comparable periods last year. 

"Overall there has been no notable improvement in oper- 
ating performance on the network and punctuality has 
continued to decline year on year," said Mr O'Brien. "Over 
the last three months, performance has shown little 
change.” Charles Batchelor, London 


FINANCIAL REGULATION 

Advisers fined $296,000 

Interdependence Limited, a network of independent finan- 
cial advisers, was fined £175,000 (8296.000) by the Per- 
sonal Investment Authority yesterday and ordered to pay 
£47,000 in costs. The action follows the company's failure 
to carry out its review of pensions mis-seliing cases ade- 
quately. 

The PIA has now fined 219 firms - mainly IFAs - a total 
of £S.4m for not conducting their mis-sellirifl reviews to its 
satisfaction. Christopher Brown -Humes , London 
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■ The euro is on its way. Now that the it offers local expertise in a global con- 
member states of the European Monetary text. ■ Here too, DG BANK operates by 
Union (EMU) have been determined and a principle that makes every customer 


the European Central Bank 


is established in Frankfurt, 


Germany’s prominence as 
a global financial center is 


destined to further increase. 



a partner in a singular way. 


We call it the WIR PRINZIP, 


to which DG BANK and its 


staff are wholeheartedly com- 


mitted. It is rooted in the clas- 


■ From its Frankfurt headquarters, sic tradition of the cooperative system 

DG BANK is ideally positioned to help linking equal business partners. And it 

business gain a clearsighted view of the has a great future. Because it exemplifies 

complex Euromarket And with a presence the central idea of partnership: mutual 

in the world's major economic regions, cooperation leads to mutual success. 

Head Office: DG BANK Deutsche Genosswschaftsbank AG, D-603£5 Fnnkfun am Main, Germany. Offices In: Amsterdam, 
Atlanta, Bangkok. Beijing, Budapest, Cayman Islands, Hong Kang. Jakarta. Johannesburg. London, LuKombour$, Madrid. 
Mexico Ctty, Milan. Moscow, Mumbai (Bombay). New Ybifc. Pans. Prague, Sdo Paulo, Seoul. Shanghai. Tokyo, Warsaw, Zurich. 
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Imagine a world which gets stations lead the way in energy- efficiency. Some even of communications, providing easy access to mobile 


progressively cleaner. 

Imagine a world where city planning actually 
improves the quality of people’s lives. 

Imagine a world where new forms of communi- 
cations technology are more user-friendly. 

Vivendi has already imagined this world. What 
is more, we have begun to build it. 

Our water companies are continually improving 
the quality of supplies to more than 80 million 
people around the world. Our waste management 
systems encourage recycling. Our power-generating 


use waste as fuel. 

Thanks to Vivendi companies, transport systems 


phone networks, the Internet and digital media. 

Reading this, you might deduce that such 


in cities across Europe are better planned and wide-ranging activities are commensurate with 


more cost-effective. 

Every year, our construction companies manage 
over 1 00,000 sites around the world. Recent projects 


considerable financial growth. 

And you’d be right. 

Vivendi is one of Europe’s largest companies. 


include the Stade de France on the outskirts of Paris, with an annual turnover approaching $35billion. 


Cairo's new rapid transit system and the Vasco da 
Gama bridge in Lisbon. 


All things considered, it 
seehis that when the customer 


We have also become a major player in the field comes first, success soon follows. 

COMMITTED TO MEETING YOUR LIFE’S EVER-CHANGING NEEDS. 


www.«l«endl.coin 
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Chancellor paints gloomy world picture 

By Vicki BakhstH fal London **“ 


By Vtckl BakhstH in London 

Gordon Brown, uk chan- 
cellor of the exchequer, yes- 
terday delivered his pre-Bud- 
get statement with worries 
about the world economy 
clearly weighing on his 
mind. 

A sharp reminder of the 
global slowdown came at the 
beginning of his statement 
to the House of Commons 
The international financial 
turmoil. Mr Brown said, had 
“forced every country, every 
continent, every interna- 
tional financial institution to 
cut their estimates for 
growth". 

World trade growth, he 
said, was set to Ian by two- 


thirds this year, and a quar- 
ter of the world was now in 
recession. The new official 
for output growth 
m the UK next year is 1 to 
r-5 per cent, down from tne 
L75 to 225 per cent forecast 

m the Budget in March. 

Mr Brown stopped short of 
pressing the Bank of 
England for further interest 
rate cuts. He even sent a 
subtle warning to Labour 
MPs who have been hinting 
that rates should be lower. “I 
do not believe that any polit- 
kal party ... will, on reflec- 
tion, bring party politics and 
short-termism back into 
interest rate decisions.” he 
said. 

Elsewhere in the world. 


growth forecasts have also 
been cut. The International 
Monetary Fund estimates 
that world output growth 
this year will reach only 2 
per cent compared with its 
forecast of 425 per cant last 
October. 

The European Commission 
recently cut its 1999 growth 
forecast for tbe euro zone 
from 2J5 per rant to 32 per 
cent 

But Mr Brown and his 
Treasury team arc predict- 
ing that Britain's economic 
slowdown win be short-lived. 
Output growth is forecast to 
reach 225 to 2.75 pea* cent by 
3000, and 2.75 to 325 per cent 
by 200L That is comfortably 


growth, estimated at 225 per 
cent by the Treasury. 

These more optimistic 
forecasts may reflect a grow- 
ing feeling that the worst of 
the global turmoil may soon 
be over. 

Mr Brown has been at the 
. forefront of efforts to reform 
the international financial 
system. This culminated in 
last week's statement by the 
G7 group of countries, which 
Included a plan for precau- 
tionary credit lines for coun- 
tries in trouble, as well as a 
commitment to main tain 
domestic demand growth 


policymakers are at last 
reacting to the crisis. The 
two cuts in US interest rates 
were crucial in improving 
market sentiment. 

The decision by the US 
Congress to vote through the 
SIBbn International Mone- 
tary Fund quota contribu- 
tion relieved worries that 
the IMF was running out of 
money. And fears about a 
crisis in Brazil are receding, 
following the announcement 
of a fiscal package and the 
establishment of the new 
IMF ftrnd. 

Talk of a world depression 


and measures to improve Is muted, and investors are 


transparency. 

The statement added to 


above Britain's trend rate of perceptions that the West’s 


slowly moving back to risk- 
ier assets. Western stock 
markets have risen sharply 


over the past month, and in 
Asia financial conditions 
have improved considerably. 

But significant uncer- 
tainty about the interna- 
tional outlook remains. Fur- 
ther contagion cannot be 
ruled out. the fallout for 
Western financial institu- 
tions may not be over, and 
the lack of a credible macro- 
economic policy in Japan 
remains a worry. 

Whether the UK can meet 
its growth forecasts over the 
coming years - and. there- 
fore. whether the rosy esti- 
mates for tbe public finances 
will be fulfilled - will 
depend on whether tbe inter- 
national economy really is 
hitting bottom. 


* Focus on ‘competitiveness’ in danger of missing the mark 


The view from industry is that the government 
needs to be doing more that will encourage 
business to help itself, writes Kevin Brown 


It is easy to poke fun at the 
notion of economic competi- 
tiveness. As Howard Davies 
put it when director-general 
of the Confederation of Brit- 
ish Industry, the term had 
passed from academic jargon 
to cliche without an interme- 
diate phase of meaning. 

Nevertheless. Gordon 
Brown seems convinced that 
competitiveness is a serious 
issue. Improving Britain's 
competitiveness, he said yes- 
terday, was essential if the 
country was to be at the 
forefront of the coining 
knowledge-driven interna- 
tional economy. 

He used the related term 
‘‘productivity" 12 times in 
his half-hour speech (three 
times as often as “prudent”, 
usually the chancellor's 
favourite buzz- word). 

The chancellor's recom- 
mendations appear to be the 
product of a series of Down- 
ing Street seminars attended 
by dozens of business execu- 
tives. government officials 
and ministers, and a block- 
buster report released last 
week by McKinsey Global 
Institute, tbe research arm 
of the management consul- 
tancy. Later this month, the 
government will issue its 
. first policy paper on compet- 
itiveness. 

It all sounds important but 
what does competitiveness 
mean? There is surprisingly 
little coherent discussion 
behind the hand-wringing. 

John Major, the Conserva- 
tive prime minister who 
oversaw three policy papers 
on competitiveness between 
1994 and 1996, described the 
first of the series as a “com- 
prehensive national survey 
of Britain's competitive posi- 
tion against that of our lead- 
ing trading rivals". 

Tbe signs are that tbe 
present government is think- 
ing along similar lines, even 
though there are strong 
grounds for believing the 


approach is flawed. Profes- 
sor Paul Krugman, professor 
of international economics 
at the Massachusetts Insti- 
tute of Technology, says 
most people make tbe mis- 
take of believing that inter- 
national trade is like busi- 
ness competition writ large. 

“Trade between countries 
is so much unites competi- 
tion between businesses,” 
Prof Krugman says, “that 
many economists regard the 
word competitiveness, when 
applied to countries, as 
being so misleading as to be 
essentially meaningless.” 

Countries with relatively 
low productivity specialise 
in areas in which they have 
a comparative advantage; 
low productivity does not 
necessarily stop countries 
from being successful in 
international trade. Prof 
Krugman points to the 
example of British exports 
after the second world war, 
which were equal in dollar 
terms to those of the US, 
even though UK labour pro- 
ductivity was at . the time 
only half that of the US.' 

David Kernohan, indus- 
trial policy adviser at the 
Engineering Employers’ Fed- 
eration, says this is why UK 
exports have held firm over 
recent years, in spite of a 
“persistent and subtly dan- 
gerous obsession" with the 
nebulous concept of national 
productivity. “The UK has a 
considerable labour cost 
advantage,” Mr Kernohan 
says. 

Lower labour productivity 
makes British workers 



Premier Tony Blair watches Gordon Brown warning MPs about "j^obal financial instablRy” 


ductive overnight by 
employing more capital and 
paying fewer workers higher 
wages. “Is unemployment 
and the consequent high 
social cost structure really 
what the government 
wants?” he asks. 

Even those who think the 
productivity gap matters are 
not sure how big it is. 

The McKinsey report, 


cheaper to employ than their eagerly awaited by the Trea- 


counterparts in countries 
such as the US and Ger- 
many. So the UK employs 
less capital and more labour. 
This reinforces relatively 
low labour productivity, but 
does not affect the UK’s abil- 
ity to trade internationally. 

The UK. says Mr Kemo- 
han, could become more pro- 


sury. estimated that UK 
labour productivity was 37 
per cent lower than produc- 
tivity in tbe US, and 26 per 
cent lower than in France or 
western Germany. But 
McKinsey also estimated 
that capital productivity in 
the UK was substantially 
higher than in France and 


western Germany, and only 
10 per cent lower than in the 
US. The report concluded 
that “total factor productiv- 
ity”, which measures all the 
inputs of production, was 
only 26 per cent lower in the 
UK than in the US. Com- 
pared with France and west- 
ern Germany, tbe UK trailed 
by 13 to 14 per cent 

That is still a substantial 
gap. The question is whether 
Is reveals anything meaning- 
ful. Measuring productivity 
is so difficult that econo- 
mists argue constantly over 
the accuracy of any figures. 

Research by Neil Blake 
and Paul Robson for the 
London Business School sug- 
gests that manufacturing 
productivity may have 


grown more than five times 
faster in the four years to 
1997 than official figures sug- 
gest, because of mlsmeasure- 
ment of the changing work- 
force. 

Kate Barker, chief eco- 
nomic adviser to the OBI, 
was sufficiently worried 
about the statistical problem 
to issue a warning at this 
week's CBI conference. 
“Frankly, data of this type 
can only give a broad indica- 
tion," she said. “There are 
inevitable measurement 
problems.” 

There are other complica- 
tions, too, such as the differ- 
ent picture that emerges if 
international productivity 
comparisons are adjusted to 
account for different work- 


ing environments. For exam- 
ple, UK workers produce less 
in each hour than 
Americans, but they work 
longer each day. “When we 
think about catching up." 
says Ms Barker, “we need to 
think about what underlies 
these gaps, and therefore 
which features of other econ- 
omies we want to emulate.” 

So are UK ministers wast- 
ing their time in putting so 
much emphasis on produc- 
tivity? Not necessarily. At 
the level of the whole econ- 
omy, the concept may be too 
slippery to use. But at the 
level of the individual com- 
pany, it is vital. 

Adair Turner, the CBI’s 
director-general, says there 
is a high short-term price to 
pay for productivity 
improvements, as it inevita- 
bly raises unemployment. 
Nevertheless, be says Lhe 
long-term gains are worth it. 

The government should do 
everything it can to remove 
impediments to productivity 
growth, such as tax systems 
that discourage investment 
Mr Turner says. It can also 
change the economic envi- 
ronment to encourage entre- 
preneurs. But what it can do 
best is to back self-help pro- 
grammes, such as a pro- 
gramme run by the big five 
motor manufacturers and 
the Society of Motor Manu- 
facturers and Traders. 

The results can be spectac- 
ular. The SMMTs series of 
masterclasses, run by engi- 
neers from Japan and Ger- 
many, typically cut the num- 
ber of rejected parts by 75 
per cent, and had an equally 
dramatic impact on equip- 
ment effectiveness. 

Yesterday. Mr Brown set 
out the broad parameters 
within which the govern- 
ment think” it can improve 
competitiveness. Mr Mandel- 
son will fill in many of the 
gaps in his policy paper. But 
the view from industry is 
clean stop frightening the 
horses with scary interna- 
tional comparisons, and 
start doing more to help 
industry help itself. 


Forecast for output growth dubbed optimistic 


By Christopher Adams, 
Economics Staff 

Gordon Brown's prediction 
for output growth of 
between l per cent and 
per cent in 1999 was labelled 
optimistic by City of London 
economists, many of whom 
are projecting much lower 
rates of growth. 

For 1998. the Treasury is 
predicting that gross domes- 
tic product will grow by 2.75 
per cent, slowing from 3.5 
per cent last year. 

Mr Brown warned in 
March that a deterioration in 
the Asian financial crisis 
could result in a sharper 
slowdown in the UK as bilat- 


eral trade with Asia suffered 
and exporters struggled with 
stiffer competition from 
there. However, the rapid 
spread of financial turbu- 
lence to other emerging mar- 
kets and the scale of eco- 
nomic turmoil in Latin 
America, south-east Asia 
and Russia has taken most 
forecasters by surprise. 

Adam Cole, an economist 
at HSBC in London, said the 
downturn forecast by the UK 
Treasury was too shallow. 
“The overriding factor Is 
that the global environment 
is going to r e m ain gloomy. 
There’s not a case for 
growth turning round in the 
following years.” The UK Is 


farther along the economic 
cycle than most other devel- 
oped countries. It emerged 
from recession before Its 
western European neigh- 
bours, which have only now 
begun to experience the stir- 
rings of strong growth. 

The previous Treasury 
forecast for GDP growth in 
1999. announced in the 
March Budget, was 1.75-2.25 
per cent At the time, this 
was an upward, revision 
from tbe prediction six 
months previously. Con- 
sumer demand was buoyant 
and monetary policy was 
being tightened to enforce a 
necessary slowdown. 

The relative strength of 


sterling, stemming both 
from strong economic 
growth and the recent tight- 
ening In monetary policy, 
has deepened the effects of 
the global slowdown by mak- 
ing UK-based exporters of 
manufactured goods less 
competitive. The pound has 
risen 14.6 per cent against a 
trade-weighted basket of cur- 
rencies since June 1996. 

The effect of the cur- 
rency’s appreciation is most 
visible in the balance of pay- 
ments. the difference 
between exports and imports 
plus net flows of investment 
income. 

In the March Budget, the 
Treasury anticipated a dete- 


rioration in the current 
account. Yesterday it said 
the current account would 
move from a surplus of £Sbn 
in 1997 to a deficit of £1.75bn 
this year, a bigger swing but 
a smaller deficit than fore- 
cast previously. 

It added that a recent eas- 
ing in the exchange rate 
would help UK export 
growth recover from 2000. 
The current account deficit 
would stabilise at about 1 
per cent at GDP, modest by 
historical standards. 

• Ian Peters, director-gen- 
eral of the British Chambers 
of Commerce, welcomed Mr 
Brown's emphasis on pro- 
ductivity and investment. 


Kevin Brown reports. “How- 
ever, the acid test for busi- 
ness will he whether the 
chancellor's forecasts for 
growth and borrowing are 
realistic and achievable," he 
said. “We now look for the 
Bank of England to support 
the chancellor's good inten- 
tions by reducing interest 
rates by 0.5 per cent this 
Thursday." 

Ruth Lea, head of the 
Institute of Directors' policy 
unit, said the statement was 
a “damp squib” that would 
not remedy UK economic 
problems. “The forecast was 
optimistic, optimistic on 
growth and particularly opti- 
mistic on borrowing." 


Principal points from 
Gordon Brown’s speech 

FORECASTS: 

Inflation to hit 2.5% target for next few years 

Public spending to be £2bn ($3.4bn) below forecasts this 

year 

Budget surplus £5.5bn this year 

Debt repayment £1.5bn this year 

Growth of 1-1.5% in 1999, of 2.25%-2.75% in 2000 and 

2.75%-3.25% in 2001 

Current surplus to be Cl bn next year. £3bn in 2000-2001, 
BBbn the year after and ClObn and Eiibn in the next two 
years 

■ EDUCATION: Tax relief for businesses that second staff 
to schools and colleges 

■ SHARE OWNERSHIP: Review of ways to encourage 
staff to hold shares in their companies 

■ CORPORATE TAXATION: Further corporation tax cut 
for small businesses considered; temporary investment 
allowance may become permanent; merger of Inland Rev- 
enue and Contributions Agency 

■ CREDIT: Review of ways in which banks can boost 
business access to finance 

■ COMPETITION: Bolster Office of Fair Trading 

■ INNOVATION: Possible tax credit for small business 
based on R & 0 investment; endowment of up to eight 
new Instrtutes of Enterprise in British universities 

■ VENTURE CAPITAL: Review of how to encourage 
investment in start-ups and boost availability of funds 

■ EMPLOYMENT: Extension of New Deal to 28 further 
areas in Britain, and to all in Nod hem Ireland who have 
been unemployed for over 18 months 

■ NATIONAL INSURANCE: From April, no employers' Nl 
payments on earnings below £83 a week 

■ CHILDCARE: Tax credit to cover all children up to 14 
years old and disabled children up to 16 

■ NATIONAL (STATE-RUN) HEALTH SERVICE: Extra 
£250m this winter 

Ex-regulator to 
lead review of 
banking sector 


By George Graham, 

Banking Effitor 

Don Cruicksbank. the 
former telecommunications 
regulator, is to lead a review 
of tbe UK banking industry 
which will focus on the fin- 
ancing of small business, but 
is expected also to look more 
broadly at the level of com- 
petition in tbe sector. 

Gordon Brown said he bad 
asked h anks to work with 
Mr Cruickshank “to assess 
what steps can be taken to 
more effectively serve tbe 
needs of businesses in the 
economy”. 

Senior bankers, including 
Alan Moore, deputy chair- 
man of Lloyds TSB; Lord 
Tugendhat. chairman of 
Abbey National; and Jon 
Foulds, chairman of Halifax, 
were summoned to the Trea- 
sury yesterday to be briefed 
on the review by Stephen 
Byers, chief secretary (a 
junior minister). He urged 
tbe banks, with an economic 
slowdown in prospect, to be 
careful in their dealings with 
small business. 

But bankers, who had 
feared they might come 
under attack, said they were 
encouraged by the Trea- 
sury's recognition that tbe 
relationship between banks 
and small businesses had 
improved substantially since 
the last recession. 

“We think this is a very 
positive move,” said Derek 
Wanless. chief executive of 
National Westminster Bank, 
the largest bank in tbe small 
and medium business sector 
with an estimated market 
share of 26 per cent. 

“Any downturn would 
clearly be a challenge for 
both banks and businesses 
in the UK. We welcome this 
early opportunity to work in 
partnership with the govern- 
ment to ensure we continue 
to provide responsible and 
innovative support for our 
business customers in more 
difficult times." 

A Treasury statement said 
the review would be “genu- 
inely open-minded". "The 
government has no pre-de- 


Government bond 
supply to decline 

The supply of UK 
government bonds is set to 
decline to its lowest level in 
years as a result of 
yesterday's statement, 
Edward Luce and Khozem 
Merchant write. The UK’s 
debt management office 
yesterday cancelled a 
planned £5.2bn gilt auction 
scheduled for next March 
following the reduction in the 
government's borrowing 
requirement. 

This means that total gilt 
issuance for 1998/1999 will 
fall to £8.6bn, compared 
with £20bn in the fiscal year 
ending last March. 

Lower debt Issuance 
triggers a rise in the price of 
existing debt However, 
economists said gilt 
issuance would probably rise 
in the next fiscal year due to 
the downturn in the UK 
economy. 

Gilt prices rallied after the 
pre-budget statement. The 
future on the 10-year gilt 
closed 0.97 paints higher at 
115.01. Sentiment was also 
lifted by short-term interest 
rate reductions in Sweden, 
Spain and Portugal. 


termined view on what 
options, if any. Lhe review 
may recommend." 

Tim Sweeney, director- 
general of the British 
Bankers' Association, said: 
"It is most encouraging that 
tbe chancellor recognises tbe 
positive effects of 
competition in banking 
markets and in particular 
the improvement In the 
relationship between banks 
and small firms since tbe 
last recession." 

During tbe past five years, 
the Bank of England has 
been working to improve the 
mechanisms for financing 
small business. It has 
encouraged a shift away 
from the use of overdrafts - 
which are repayable on 
demand. 


EURO NATION ‘COMFORTABLY WITHIN GUIDELI NES F OR NEXT FIVE YEARS’ _ _ POLLUTION PENALTIES ‘CLEAR SIGNALS’ SOUGHT FROM GOVERNMENT 

Pledge on Maastricht criteria Support for energy tax grows 


By NeU Buckley In Brussels 

Gordon Brown pledged in 
his pre-Budget report that 
the UK would meet the 
Maastricht criteria for euro 
memberi*ip 01 1116 

next five years. 

His statement was seen as 
a signal that the government 
had virtually made up its 
mind about joining the sto- 
gie currency. Nevertheless 
the government’s public 
stance remained unclear 
with Jack Cunningham, roe 
minister responsible for 
co-ordinating government 

policy, declining to endoree 
the lino taken on Monday by 
Peter Mandelson. the chief 
trade and industry minister, 
that joining the euro was a 
matter of “when” pot JiT. 

Nevertheless Mr Brown 
has put forward to prepare. 


businesses and the govern- 
ment for the euro. He said 
yesterday to the House of 
Commons that the govern- 
ment would run a current 
account surplus over the 

coming five years, and the 
national debt would fall this 
year and in each of the next 
three years. .... 

“And members [of the 
House of Commons] who 
take a special interest to the 
Maastricht criteria will want 
to know that in each year of 
the next five years Britain is 
comfortably within ^ the 
Maastricht guidelines,” be 
added. . 

A European Commission 
p pnk««man refused to com- 
ment on the content of Mr 
Brown's speech, but noted 
the tone was cha nging m eu 
countries that had not yet 
signed up to the euro. 


“As January 1 D999J 
approaches and the arrival 
of the euro becomes more 
concrete, that is having a 
clear impact on the debate in 
the non-participating conn- 
tries - including the UK." he 
added. 

But while the UK has 
already met four of the five 
Maastricht criteria, on bud- 
get deficits, the debt, interest 
rates and inflation, last year, 
it is a matter of debate 
whether it meets the crite- 
rion on exchange rate stabil- 
ity. 

That is normally under- 
stood to include membership 
of the European exchange 
rate mechanism - although 
tbe treaty itself says only 
that countries wishing to 
join the currency must 
“observe the normal fluctua- 
tion margins" for two years. 


Mr Brown has resisted 
pressure from its EU part- 
ners to re-enter the ERM 
after sterling’s humiliating 
exit to 1992, and insisted that 
the UK would be allowed to 
enter Emu without being to 
the ERM first 

In practice, however, all II 
countries due to join the 
euro in January were to the . 
ERM by the end of 1997. 
Even though not all had 
been in tbe mechanism for 
two years, their currencies 
were judged to have 
remained within the mecha- 
nism’s 15 per cent fluctua- 
tion bands. 

That may not currently be | 
true of sterling, which has 
gained strongly against most 
EU currencies to tbe past 
two years. 

Letters, Page 14 I 


By Vanessa Houktor in London 

The prospect of an energy 
tax on business grew closer 
yesterday after the idea was 
endorsed by a government 
taskforce Investigating ways 
of reducing business emis- 
sions of greenhouse gases. 

“My conclusion is that 
there probably is a role for a 
tax If businesses of all sizes 
and from all sectors are to 
contribute to improved 
energy efficiency and help 
meet the UK’s emissions tar- 
gets,” said Lord Marshall, 
chairman of British Airways, 
who headed tbe taskforce. 

The revenues from the tax 
should be recycled “to full” 
to business, said Lord Mar- 
shall. At least some of the 
money should go into energy 
efficiency schemes and tech- 
nologies. He also recom- 


mended tbe government con- 
sider a system of rebates for 
energy-intensive users to 
reduce tbe overall impact on 
these industries. 

Lord Marshall said the 
government bad to provide 
“clear long-term signals to 
reduce emissions”. He said 
there was a role for eco- 
nomic instruments - such as 
taxes and a tradeable emis- 
sions permits - alongside 
regulations, voluntary agree- 
ments and other measures. 

He urged the government 
to consider setting up a pilot 
emisslons-trading project to 
help UK companies and 
financial institutions 
develop the expertise needed 
to lead an international 
scheme in the future. How- 
ever, “practical consider- 
ations'* meant it was not 
sensible to introduce a folly 


fledged domestic scheme at 
this stage. 

But even when a trading 
scheme is fully developed, it 
would only cover larger com- 
panies. the report said. That 
meant there was a case for 
introducing a tax to encour- 
age small and medium-sized 
companies, which collec- 
tively account for 60 per cent 
of total carbon dioxide emis- 
sions from business, to 
improve their energy effi- 
ciency. 

Changes in the rates of tax 
should be made ‘in a grad- 
ual and predictable way" to 
help businesses plan for 
future investment and max- 
imise tbe environmental 
impact of the tax. 

The tax should be a 
"downstream" tax on the 
final use of energy by indus- 
trial and commercial con- 


sumers. Tax rates should 
reflect the carbon content of 
fuels, to an attempt to max- 
imise the emissions savings. 

The Confederation of Brit- 
ish Industry reacted to the 
Marshall report by express- 
ing “continuing doubts" 
about the effectiveness of a 
proposed energy tax. 

• The UK is poised to join 
nine other EU states that 
already encourage the use of 
smaller cars by means of a 
sliding scale of vehicle 
excise duty (VED), or “road 
tax". John Griffiths writes.' 

Gordon Brown yesterday 
confirmed plans for a £50 
($85) cut in VED for the most 
fuel-efficient vehicles, but is 
leaving it for a consultation 
paper to propose the best 
way of applying it There is 
now an annual rate of £150 
for ail cars. 
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MANAGEMENT & INFORMATION TECHNOLOGY 


INTERVIEW BOB LUTZ 


Maverick 


still firing 
on all 


cylinders 


The former Chrysler 
executive explains his 
controversial ideas on 
the mechanics of 
successful companies 
to Nikki Tait 


The customer is not 
p always right. When it 
comes to financial con- 
trols, looser is frequently better. 
And too much teamwork can lead 
to bad decisions, waste and failed 
products. 

Management theories emana- 
ting from Bob Lutz might be 
expected to be controversial - 
and his new book* fulfils all 
expectations. This, after all, is 
the maverick former Chrysler 
executive who freely admits to 
the personal motto: "Often 
wrong, but never in doubt." 

Mr Lutz is also the man who 
never got to run Chrysler. He 
was famously developed as the 
heir-apparent of Lee lacocca, the 
Detroit carmaker's legendary 
chairman, but was passed over in 
favour of GM's Bob Eaton when 
Mr lacocca resigned. 

But. to the surprise of the US 
auto industry. Mr Lutz did not 
walk out. He worked, apparently 
harmoniously, alongside Mr 
Eaton as chief operating officer, 
president and then vice-chair- 
man; saw Chrysler through its 
“second" financial crisis in the 
early 1990s: and was Instrumen- 
tal in the development of the 
Viper, the powerfully vulgar 
sportster that helped revive the 
carmaker's image. He retired, a 
good deal richer. In the wake of 
the Daimler-Benz bid this year. 

But in spite of a reputation for 
flamboyance - enhanced by his 
ownership of two aircraft, a heli- 
copter and a stable of classic cars 
and bikes - there is still a blunt 
realism about Mr Lutz. He gives 


an interview, for example, in a 
small office on a University of 
Michigan campus, backed by a 
garish painting of a jet fighter, 
and seems almost as interested in 
the newly discovered mechanics 
of book publishing as in 10-cy Un- 
der engines. 

So, why write a book about 
management philosophy, and 
touch on Chrysler only tangen- 
tially to illustrate some themes, 
when the carmaker's recent his- 
tory has been the topic of such 
intense media interest? 

Mr Lutz has two explanations. 
“I had formed certain opinions of 
why certain companies succeed 
and some fall, especially in the 
consumer products business. I 
find that successful companies 
have certain traits. Absent those 
traits, they will either be overly 
creative and chaotic, which leads 
to failure, or they’ll be overly 
analytical and cautious, what 1 
call left -brained," he says. 

And. he admits, there were 
more pragmatic considerations: 
“The other reason I didn’t do an 
‘Inside Chrysler’ book is that it 
has been done about three times 
already. And none of the books 
did very welL” As for a kiss-and- 
tell tale about the internal work- 
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Driving force; Bob Lutz’s book on management philosophy cuts through a lot of business-school blather to explain why he thinks some companies succeed and others fail 


ings at the carmaker, that was 
constrained by the mutual non- 
defamation agreement between 
Mr lacocca and executives. 

“Anything which could be con- 
strued as derogatory, and our for- 
mer chairman could wind up 
costing any one of us dearly. So 
it's like your mother always said: 
if you don’t have anything nice 
to say about people, don’t say 
anything at alL" 



The reader is not necessarily 
the loser. Although the book is, 
at times, a rather curious amal- 
gam of Chrysler history, manage- 
ment philosophy and personal 
opinions, it still cuts a welcome 
swathe through a lot of 
bos mess-school blather. 

The central theme is the need 
for a “split personality" in suc- 
cessful companies. Essentially, 
Mr Lutz's concern is bow to keep 
an organisation and its employ- 
ees imaginative and energised - 
capable of product 'innovation - 
without sacrificing efficiency. His 
own instincts, he admits, proba- 
bly err on the creative side. *Tve 
always liked to surround myself 
with people who are disciplined. 
If 1 had to do it by myself, I think 
it'd be all right - but Cm not 
sure,” he confesses. 

Part of the solution, he thinks, 
lies in solid rules and firm 
demarcation lines. “Yes, on the 
one hand, you want to permit as 
much creative latitude as possi- 
ble. You want people to have as 
much freedom as possible in 


is done. But the senior people, on 
the other hand , have to be totally 
in charge of the ‘what’.’* 

Another guideline is not to get 
bogged down by endless market 
surveys. “The customer is always 


‘I’ve always liked 
to surround 
myself with 
people who are 
disciplined’ 


Powerful reviver: the Viper, a Lutz project, helped rejuvenate Chryster’s image determining tbe ‘how’ something 


right” slogan, be notes, is inevita- 
bly limiting. “With products and 
services dike is a need for cre- 
ative leadership, where you step 
out ahead of the stated customer 
wants. 

“Do you think that test pizza A 
tastes better than test pizza B? 
Well, there may be the all-new 
pizza C, which some creative 
genius in the Domino kitchens 
would like to try, but nobody's 


ever done one like that, so 
they're not even going to show it 
to the public yet" 

This same point is rammed 
borne in the book, with the tale 
of Chrysler’s “small car- 
research in the late-l980s. This 
found that most buyers would 
like a car a few inches bigger, 
and nearly led the carmaker to 
invest several million dollars in 
making a slightly larger subcom- 
pact. which would have then 
exactly matched the dimensions 
of an existing compact. 

“So fixated were the marketing 
people on solving the customers' 
problem that when tbe ludicrous- 
ness of this solution was at last 
pointed out - creating a car we'd 
already created, then selling it 
for less than we were already’ get- 
ting - their riposte was: ‘But 
we’ve got to listen to the cus- 
tomer’.” Mr Lutz writes. 

So, which companies, Chrysler 
excepted, does he admire? He 
ponders, and then makes the sur- 
prising choice of Britain’s Wilkin- 
son Sword of the 1960s. 

“Back about 20, 25 years ago, 


the shaving products market was 
just totally dominated by Schick 
and Gillette. Then this age-old 
British company came in and did 
an absolutely superior razor 
blade, which neither of the other 
companies had thought of doing. 

“It adopted a somewhat higher 
price strategy - but based the 
whole marketing approach on^ 
tradition, excellence, superior# 
product, and. by the way, was 
going to request slightly more 
money from you. It was a strat- 
egy that market research should 
have said wasn't going to work - 
because Schick and Gillette were 
in this knockout, drag-out price 
war. I’m sure that the market 
research said that razor blades 
are all tbe same.” 


“5“'. 
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*Guts - The Seven Laws of Busi- 
ness that made Chrysler the 
World's Hottest Car Company, by 
Bob Lute. Published by John 
Wiley. Price: $24.95 (US): £16.50 
(UK). Available from FT Book- 
shop by ringing FrceCaU 0500 500 
635 ( UK) or *44 1S1 324 5511 { out- 
side the UK). Free p&p m UK 
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US and them on trade 


Europe may be doomed to become a backwater in e-commerce 
because of high telecoms costs and lack of expertise 


European 

Community 

Newspaper. 


Electronic commerce 
traverses national 
boundaries. Anybody, 
anywhere In the world can 
compete on an equal footing 
on the internet. Right? Not 
quite, says Richard Jones, 
founds- of FortuneCity.com, 
who has just moved his 
company's headquarters 
from London to New York. 

A one-year-old community 
web site offering everything 
from free e-mail to topical 
discussion groups, 
FortuneCity has grown 
rapidly to rank 31st in the 
world in terms of internet 
traffic, according to 
September figures from 
Media Metrix, an internet 
market research group. 
FortuneCity was the only 
non -US web site in the top 
200 until it moved. 

Why uproot a thriving 
business? To be closer to 
sources of venture capital 
funding and in on the latest 
internet buzz all played a 
part, says Mr Jones, but the 
move really arose from more 
basic issues. The 
high<apadty leased 
telephone lines linking bis 
web site to the internet were 
almost twice as expensive in 
the UR and hard to get 
finding people experienced 
in running a “server farm” 
of 100 or so computers was 
nearly impossible in London. 

Forming transatlantic 
I partnerships with US 
companies was also proving 
difficult, says Mr Jones. 
“People dismiss you as a UK 
company- There is a 
perception that you cannot 
be that good or that 
successful If you are based 
in Che UK. because the US 
dominates the e-commerce 
market globally." 

FortnneCity’s story shows 
the disadvantages faced by 
non-US ventures as they 
attempt to make headway in 
e-commerce. In particular, 
higher telecoms costs are a 
killer. UK costs are lower 
than those in some other 
parts of Europe, but they are 
stiU considerably higher 
than in tire US. This 
hangover from the bad old 


days of regulated telecoms is 
a serious barrier for aspiring 
European e-commerce 
ventures. No wonder there is 
a shortage of experienced 
web site engineers and a 
perception th at e-commerce 
is dominated by the US. 

If this situation persists, 
Europe may be doomed to be 
a backwater in e-commerce. 


On the topic of web site 
rankings. Media Metrix also 
produces a top 10 Ust of 
shopping sites, measured by 
the volume of traffic, rather 
than revenues. No surprise 

that bookseller nma-ann ix-i m 

comes in at number one. But 
the second busiest shopping 
web site is less familiar. 

Blue Mountain Arts (wmc. 
bluemoimtaimatsxom) may 
not get a lot of attention 
from Wall Street, but it is 
attracting about 6 per cent of 
ah internet users, according 
to Media Metrix’s latest 
figures. A Colorado company 
whose biggest claim to fame 
is a legal victory over 
Hallmark Cards, recently 
settled by the US Supreme 
Court. Blue Mountain Arts is 
a publisher of inspirational 
books and greetings cards. 

Its web site is the leading 
provider of online greetings. 
The web site is offered as a 
free “public service" and 
mchKies animated greetings 
cards for every holiday and 

special occasion - and more. 
i There are thank-you cards 
and “sorry" cards; wedding 
invitations and cards to send 
to an “ex-love”; cards for 
i Thanksgiving and Guy 
Fawkes Day. Blue Mountain 
is not really an 
“e-commerce" site, as it does 
not seA anything. However, 
the company is reported to ! 

be exploring the 
introduction of advertising. 

When Eagle Eye first ! 
mentioned illustrated e-mail J 
greetings about 16 months 

ago, readers were not at all 
impressed with the idea of 
pictures clattering up their 
email Bnt there are now 
dozens of web sites offering 


greetings cards. E-greetings 
Ucu7uupreetinps.com) - 
formerly known as Greet 
Street - has seen its traffic 
grow from 750,000 individual 
visitors in January to 3m in 
September. The company 
offers a range of free cards 
and charges SL75 for more 
elaborate animated ones. 

Postcards, a web site 
produced by MITs Media 
Lab (postcards. icww. medicL 
mitedul Postcards), offers a 
menu of paintings by the 
likes of Van Gogh and 
Monet, courtesy of the Web 
Museum. Corbis Web 
(www.corbis.com) lets you 
choose from a collection of 
about 500,000 images to send 
a free electronic postcard, 
courtesy of Bill Gates, who 
owns this company. 


E-mail may be the most 
compelling application of the 
internet, but there is a new 
category of services that 
may became almost as 
important 

Web calendars - web sites 
that gather information 
about forthcoming events 
related to your personal or 
business interests and 
present them in a calendar 
format - are hot news. With 
YahooJ's purchase of WebcaL 
one of the pioneers in the 
field, other web portals are 
looking for ways to match 
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their competitor. This puts 

When Uctrw. 1 pher 2 .com). a 

one-year-old California 

start-up. in tbe frame. .'j.;.- 

When launched a beta " ’ : 1 ‘ 

version of its web site this 
week. The company gathers . 

information about jL..? 

forthcoming events - trade 
shows or opera J , 

performances, sports events 
or TV listings - and presents 
them on your personal 
calendar. Tbe service is free. 

The company will make 
money on advertising, 
sponsorships and 
transaction fees, says Ted 
Barnett, chief executive. Hie 
latter fees include a 
percentage of the takings 
when users buy tickets for 
events listed on a calendar. 

Rather than be gobbled up 
by another web portal. When 
hopes to co-brand its 
, services, creating multiple 
calendars on various portals i 

and corporate web sites. A hi 

It is too soon to predict ft j * 

who will win in this field. ■* <- 

Yet the potential of web _ 

calendars is evident to fi 

anyone who has used I vl i , 

Hotmail, or one of its \J II i 

competitors. Like the 1 1 

web- based e-mail services, 
web calendars will make i., 

your information accessible ^s; : _ l ‘A‘; - 
from any computer linked to " 

the internet. 

The next step may be to __ 

combine a web calendar 
with a desktop electronic 
appointments calendar. You . 1 ' 

could look up your calendar 
from any computer, check or ’ 

enter new appointments, let ’■ 

colleagues and associates ■ 

pencil in meetings for you *: 

and synchronise it all on tbe 
calendar web site. 

Some may be supported by . \ VI -A , 
advertising, others fee-based, 
and it Is not hard to imagine * . 
branded calendars. Perhaps 
internet service providers 
will host calendar services. 

Web calendars will 
succeed. The only question 

is who win profit from them, r 

and when. ... , • . 
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Share your views in the 
Eagle Eye discussion group 
on the FT web site 
(www. FT.com) or contact 
Louise Kehoe by e-mod on 
ikeho&u bnnetcom.com 
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ANTIQUE S FAIRS LOS ANGELES 

The Big Top 
arrives in 

Beverly Hills 
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There has never been a large, 
successful art and antiques fair in 
Los Angeles. In fact the art indus- 
try as a whole has been slow to tap 
LA's rich resources. .... 

But that is now changing. Gone 
are the days when dealers sit back 
in their galleries and wait for buy- 
ers to walk through their doors. 
They have to travel the world to 
service their old clients and try to 
make new ones. More or less all 
have come to accept that their best 
means of defence against the auc- 
tion-houses is to join forces for 
glamorous, high profile art and 
antiques fairs. 

Enter David Lester, the man who 
has bad more success with a tent 

There were enough 
diamonds on display 
to illuminate Tinsel 
Town in a power cut 

than anyone since P.T. Ram-urn 
Lester has doggedly refused to 
believe that there is no place for 
top-quality art and antiques fairs 
in the US outside of New York. So 
his International Fine Art Exhibi- 
tions provides his clients, the deal- 
ers, with an elegant $lm tent. 

The beauty of Lester's 35,000sq ft 
pavilion, complete with its own 
independent and sophisticated 
lighting and climate control, is that 
it can go up more or less any- 
where. Tbe clientele the dealers 
have in mind are not tempted to 
visit ugly, edge of town convention 
centres: Lester offers them central 
locations and valet parking. 

At Palm Beach, there is even 
yacht dockage - and in just two 
years, the Palm Beach Interna- 
tional Art & Antique Fair has 
proved itself a winner. Sufficient 
top dealers have seemed only to 
happy to extend the short art mar- 
ket season by holing up in Palm 
Beach in January; many of its 
European exhibitors have already 
had the expense of shipping their 
stock across the Atlantic for the 
established International fair in 
New York. Despite poor weather. 
Lester believes tbe last fair gener- 
ated some $50m in sales. Little 
wonder that a significant number 
of exhibitors, and eager new ones, 
have signed up for other fairs in 
the playgrounds of the temporarily 
idle rich - Aspen in July and 
Southampton in August. 

Last week, however, the Big Top 
went up in Beverly Hills, its white 


pinnacles a conspicuous adorn- 
ment to tbe Robinsons May park- 
ing lot on Wilshire Boulevard. 
Roadside banners heralded the fair, 
and the- barkers were busv’on the 
finishing touches to a $600,000 pub- 
licity campaign. Banks of flowers 
arrived, and 65 dealers from 
Britain. France, Belgium and 
across the US - and no one, not 
least tbe East coast dealers, knew 
what to expect or quite what to 
bring. 

The exceptions, of course, were 
the li jewellery dealers: there were 
enough diamonds on display to 
illuminate Tinsel Town in a power 
cut Fred Leighton from New York, 
for instance, offered a Jim Tudor 
Rose brooch made for Napoleon's 
niece, the Princess MathUde and 
subsequently owned by Mrs Cor- 
nelius Vanderbilt; and the largest 
Moghul emerald in the world, a 420 
carat stone that belonged, no less 
surreally. to both the Maharajah of 
Patiula and Vita Sackvill e-West, a 
snip at $800,000. London's Spink 
offered a Sl-Sm Chinese jade; Belle 
Epoque. Art Nouveau, Deco and 
Retro were on offer at Aviva of 
Geneva. 

The picture dealers covered all 
possibilities, too. Herv6 Odennatt 
of Paris, for instance, showed Bas- 
quiat as well as Chagall's “The 
Lovers" of 1951 <$3.5m) - one of the 
finest works by the artist on the 
market for years and the best of 
numerous examples bere - and a 
S7m CCzanne landscape. New 
York's Beadleston Gallery showed 
another ravishing and reasonably- 
priced $7m Cteanne, and alongside 
it an exceptionally fresh and 
charming Belle Epoque view of the 
Jardin do Luxembourg, and Dali’s 
artist's proof of the painted bronze. 
“Venus de Milo aux tiroirs" which 
belonged to Gala's daughter. Tbe 
tiroirs. or drawers, according to 
Dali, were there to let out all our 
modern complex inhibitions and 
save on analysis. Just the thing for 
Hollywood. 

Standards were exceptionally 
high at the paintings and print 
dealers (though there were for too 
few furniture and Asian art dealers 
exhibiting). Philippe Cazeau ft 
Jacques de la Bdraudiere. for exam- 
ple, offered another covetable 
Cezanne, and a major Nabis period 
Bonnard portrait of his sister 
($2.4m). the second version of 
which is in the Mus6e d'Orsay. Per- 
haps the fair's most breathtaking 
stand comprised a selection of 
impeccable Toulouse-Lautrec litho- 
graphs from the renowned print 
collection of Sam Jesofowitz. On 



High standards: Bonnard’s portrait of his sister, the second morion of which is in the Mus6e d’Orsay, is priced at S2Am 


the stand of Santa Barbara dealer 
Robert Light, they came with tags 
of 

Interestingly, it was 19th century 
Salon painting that prompted most 
of the cheques. By tbe time I had 
left, Trezza of New York, for one. 
had sold five works. British arms 
and armour dealer Peter Finer was 
pleased, too. He had hoped to find 
some new clients and encourage a 
new generation “to look at some- 
thing other than cowboy guns”. 
Who could not prefer a stunning 


pair of silver and tortoiseshell belt 
pistols made for the Viceroy of 
Mexico in 1692 ($580,000)? In tbe 
end he found five new clients. 

Leading Mexican and Latin 
American art dealer Mary Ann 
Martin already bad numerous Hol- 
lywood clients. She sold a striking 
Tamayo to a collector she already 
knew, but to whom she would not 
have thought of offering this par- 
ticular picture. She was also 
offered a work of art she wanted to 
buy. 


Asprey & Garrard, the British 
Crown Jeweller, sold from their 
entire range, from a George I silver 
teapot to a contemporary silver tea 
service and a $500,000m-plus sap- 
phire and diamond necklace. One 
thing this fair has demonstrated is 
that Los Angelinos are not only 
interested in contemporary art. 
although diamonds may well still 
be a girl's best friend. 


Susan Moore 
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CLEMENT CRISP 

Sawdust and Tinsel 
Sadler’s Wells, London ECt 

I cannot imagine at the altar 
of which strange god the 
Royal Ballet has chosen to 
sacrifice large sums of 
money on Ashley Page's bal- 
lets. For tbe past decade his 
new works have come in 
their expensive decoration 
and. unlamented, have gone 
- into a limbo of unregretted 
experiment. 

Their manner is familiar. 
A theme that just escapes 


comprehension: elaborate 
and costly design in “paint- 
erly" and modern guise, 
scores that are often distin- 
guished but which must be 
made to serve Page's ends - 
thus the spatchcocking of 
Prokofiev with Robert 
Moran, and the newest use 
of two unrelated Poulenc 
scores. These ballets have 
addled scenarios - the sci-fi 
nonsense of Blood-lines: the 
fluster of Piano or Two-part 
Invention - and as one 
replaces the other it is 
tempting to wonder why the 
Royal Ballet bothers. 

The flag - and it is a flag 
of convenience - under 


which an this work sails is. 
of course, that of “modern- 
ism". Page uses contempo- 
rary artists, contemporary 
scores, but with a lack of 
discrimination, with a des- 
perate need to be up-tod ate, 
that is ever willing to try 
and never able to realise 
what must be his Diaghile- 
van ideal. There are virtues 
in his work: be can put steps 
together, and in Pursuit I 
thought he had broken 
through to potent and fruit- 
ful academic innovation, the 
dance clear, alert, logical. 
His ballets' flaw, for me, is a 
lack of final purpose - a case 
of “all those words, and no 


message". And. the Royal 
Ballet keeps coming back for 
more. Creation for the sake 
of creation is not an artistic 
policy. 

The newest Page piece, 
seen on Monday night at tbe 
Wells, is Sawdust and Tinsel. 
Its theme. I suppose, is that 
circus performers are as 
faithless, sexually greedy, 
foolish and emotionally 
fly-by-night as the rest of 
humanity. There is a large 
and unappealing set (tented, 
with a vast ramp, and a 
skied ladder) and vulgarly 
dreadful costumes, all by 
Jon Morrell. There is a cast 
of nine, identified (by name 


if not by action) as circus 
performers. There are grop- 
ings and mopings - one 
seems the hapless focus of a 
great deal of feeling, of one 
kind or another - and a chap 
in drag. 

Performances are, I found, 
entirely unconvincing, 
because there seems neither 
logic nor wit to what the 
dancers are called upon to 
do: all they have is a reper- 
tory of sexual signals to each 
other. And there is Poulenc, 
being taken to the cleaners. 
The double piano concerto 
(admirably played by Tim 
Qual trough and Paul Sto- 
bart) is not there to sustain 
Page's dramatic scheme. It 
seems rather that he galvan- 
ises his flaccid characters as 
the music develops - and its 


logic is not his logic. He pre- 
cedes this with a movement 
from the clarinet sonata, for 
no evident reason, since the 
circus folk - all employed by 
Baraum and Cliche - behave 
no differently. I thought the 
whole affair catastrophic. 

The rest of the programme 
brought a decent if some- 
what under-lit performance 
of MacMillan's Las Her- 
manns, and the last act of 
Raymonda with Darcey Bus- 
sell on admirable form in 
her solo, with Igor Zelensky 
as her partner, soaring hand- 
somely but wearing a tinsel 
Alice-band which does noth- 
ing for the image of male 
dancing or the character of a 
Crusader. Antony Twiner 
gained sterling performances 
from the orchestra. 



Good parts that 
fail to add up 


T HEATR E 

ALASTAIRMACAULAY 

Ugly Runouts 
Tricycle, London NW6 

Ugly Rumours, the new 
satire on Blairism by Tariq 
Ali and Howard Brenton, 
has two marvellous 
performances, and it bursts 
into comic life whenever 
these two actors are 
onstage. One is Gordon 
Kennedy, who plays tbe 
chancellor of the exchequer, 
“Gordon Macduff”, with 
fabulous intensity. Oh those 
Dunfermline-friendly 
vowels: that alternation 
between dour brooding and 
boyish enthusiasm: the 
conscience-stricken alarm 
with which he reports that 
the prune minister is 
planning to merge the TUC 
and the CBI . . . 

The other is Sylvia Syms, 
who - though only 
appearing in some three 
scenes as Mrs Thatcher and 
in one as the crowned “Mrs 
Windsor" - shows us all 
that there is no such thing 
as a small role. On she 
comes as Maggie, the ghost 
that has never left 10 
Downing -Street, vacuuming 
up socialism from the Blair 
household, and she is at 
once a full-blown Spitting 
Image, disturbingly manic. 
As tbe Queen, she allows 
full space to react to the 
names or each of her 10 
prime ministers. Ah. the 
spasm of loathing when 
Thatcher's name is 
mentioned; the blank of 
near-oblivion when Major's 
name comes np. And then 
tbe delicious mini-panic as 
she asks the prime minister: 
“There haven't been any 
more sightings of the 
People's Princess, have 
there? Philip is terrified 
she's coming back, like 
Elvis." 

Ugly Rumours wonld be 
funnier if all the 
performances were on this 
level. As com mfere. and as 
the spin doctor Polly 
Mendacity. Jaye Griffiths 
performs with a 
self-satisfied knowingness 
that gets the show off to an 
irritating start In truth, 
however, the performers - 
directed by Christopher 


Morafa on and Stephen Rayne 
- give more to Ihctr script 
than it gives to them. Ugly 
Rumours works very hard to 
dehunk New Labour and to 
show that the prime 
minister, Tony-Boy. is really 
an anti-socialist 
anti-parliament and 
anti-democratic soulless 
monster following, with 
terminal boyishness, in 
Margaret Thatcher's wake. 
But the strain shows. 

It hardly matters whether 
or not your own politics 
coincide with those of 
authors Ali and Brenton: 
Ugly Rumours is just too 
relentless, too hectoring, too 
erudite. Making the Queen 
read Gramsci. having 
characters refer to Spinoza 
and Wittgenstein and quote 
Chekhov, dramatising the 
chancellor as if he were 
young Hamlet haunted by 
the wronged ghost of John 
Smith . . . it's all very 

wiseguy. very flashy, oddly 
alienating. 

There are. admittedly, 
good lines along the way. A 
spin doctor offers Tony-Boy 
alternative ways of 
presenting policy. “There's 
the Marlon Brando, A1 
Pacino. Bill Clinton method: 
you've got to Mien.' what 
you're saying." “What's the 
other way? the prime 
minister responds, 
impatiently . There is the 
way the prime minister 
rewrites Churchill's “we 
will fight them on the 
beaches" speech, line by 
line: “No. we will meet them 
on the beaches, and 
exchange views . . Also 
the way he wears a baseball 
cap backw ards. William 
Hague-slvle. and docs a rap 
number with repellent 
slickness. 

Meanwhile the chancellor 
becomes almost fascinating: 
reluctant to follow his spin 
doctor's advice to marry and 
yet intensely sexual in his 
fantasies of power, 
heroically anguished in his 
quest to right the wrongs of 
murdered socialism but 
stolidly finding himself 
outpaced at every turn by 
the creepy Tony-Boy. 

But the comedy is never 
organic. And the fierceness 
of the satire proves more 
chilling than the Blairism it 
targets. 
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INTERNATIONAL 

Arts 

Guide 

AMSTERDAM 


OPERA 

Netherlands Opera, Hot 
Muziefctheater 

Tel: 31 '20-551 8911 

9 The Rake's Progress: by 

Stravinsky. Conducted by 
Reinbert de Leeuw in a staging 
by Peter Sellars. Cast includes 
Donald McIntyre, Thomas Randle 
and Willard White; Nov 4. 7, io 

EXHIBITIONS 

Bijksmuseum 

Tel: 37-30-673 2121 
• Van Gogh in the 
Rijksnmjseum: during the pertoa 
erf the Van Gogh Museums 
closure for renovation and 
building work, a selection cJW 
finest holdings will bef xfl 't* ted 
m the Rijksmuseum s Soutn 

Wing; to Ma r 7 

BERLIN 

DANCE 

Deutsche Oper 
Tel: 49-30-3438^-01 
9 Cmderefla: new stagnfl 
Roberto de Oliveira. The 0ti» 
is danced by Tamako Akiyama. 


and the conductor is Peter Ernst 
Lassen; Nov 7 

OPERA 

Staatsoper unter den Unden 

Tel: 49-30-2035 4555 
www.staatsoper-beriin.org 
9 Christoph Kolumbus: by 
Milhaud. New staging by British 
film director Peter Greenaway, 
conducted by Philippe Jordan; 
Nov 5 

CHICAGO 

OPERA 

Lyric Opera of Chicago 
Tel: 7-372-332 2244 
www.lyricopei3.org 

• Ariadne auf Naxos: by R. 
Strauss. New production by John 
Cox, conducted by Robert 
Spano. Cast includes Deborah 
Voigt and Susan Graham; Nov 6 

• Mourning Becomes Sectra: 
by Martin David Levy. New 
production by Lhnu Ciulel, 
conducted by Richard Buckley; 
Nov 4, 7 

EXHIBITIONS 
Art Institute Of Chicago 
Tel: 1-312-443 3600 
www.artic.edu 

• Art and Archaeology of 
Ancient West Mexico: more 
than 200 works, inducting 
terracotta figures found In tombs, 
and findings of recent 
excavations- Many of these 
Objects have never before been 
publicly exhibited; to Dec 6 

COPENHAGEN 

EXHIBITIONS 

Louisiana Museum of Modem 


Art, Humlebaek 
Tel: 45-4919 0719 
www.louisiana.dk 
9 Joan Mir& big retrospective 
comprising 140 paintings, 
drawings and sculptures, 
including works borrowed from 
the artist's family since the 
exhibition was shewn in 
Stockholm over the summer; to 
Jan 10 

GLASGOW 

OPERA 

Scottish Opera, Theatre Royal 
Tel: 44-141-332 9000 
9 Da! toon by Smetana. 
Conducted by Richard Armstrong 
in a staging by David Pountney; 
Nov 4 

Theatre Royal 
Tel: 44-141-332 9000 
9 Scottish Opera: The Magic 
Flute: by Mozart Scottish Opera 
production by Martin Duncan, 
conducted by Richard Fames: 
Nov 5 

HELSINKI 

DANCE 

Finnish National Ballet 
Tel: 358-9-403 021 
9 Giselle: staging by Sylvie 
Guillem. With sets and costumes 
by Ramdn 6 ivars. Conducted by 
David Garfoth; Nov 4, 7 

LAUSANNE 

EXHIBITIONS 
Muses Cantonal dee 

Beaux- Arts 

Tel: 41-21-312 8332 
9 Hie Collection of Dr 
Henri-Auguate Widmer. in 30 


years, Widmer collected more 
than 600 works of art This 
display, designed to pay tribute 
to one of the museum's most 
generous donors. Includes works 
by Boudin, Daubigny, Chlntreuil 
and Rousseau. The exhibition 
also todudes sculptures and a 
selection of antiquities; 
to Nov 8 

LONDON 

CONCERTS 

Barbican Hall 
Tel: 44-171-638 8891 
9 London Symphony Orchestra: 
Michael Tilson Thomas conducts 
a series of works by Stravinsky; 
Nov 6 , 8 

DANCE 

Sadler's Wells 

Tel; 44-171-863 8000 • 

Rambert Dance Company; Creel 
Garden, by Lindsay Kemp and 
Christopher Bruce. Evocation of 
the Hfe and work of Federico 
Garcia Lorca, sat to music by 
Carlos Miranda, performed by 
London Musict; Nov 10 

OPERA 

English National Opera, 

London Coliseum 
Teh 44-171-632 8300 
9 Mary Stuart by Donizetti. 
Conducted by Jean- Yves 
Ossonce (Noel Davies from Nov 
7) in a new staging by Gale 
Edwards, with costumes by 
Jasper Conran. Am Murray sings 
the title role, with Susan Parry as 
Elizabeth; Nov 5, 7, 10 

EXHIBITIONS 
Royal Academy of Arts 


Tel: 44-171-300 8000 
9 Charlotte Salomon: bom in 
Berlin in 1B17, Charlotte Salomon 
died In Auschwitz in 1943, after 
living in hiding in the south of 
France for three years, during 
which time she produced a 
series of 769 gouaches called 
Life? Or Theatre?, exhibited here, 
which has been interpreted as a 
form of self-protection against 
the violence erf the Nazi era; to 
Jan 17 


MILAN 

OPERA 

Teatra anaScaia 
Teh 39-02-88791 
www.lascala.milano.it 
9 L' Elisir d’ Anvore: by 
Donizetti. Massimo Zanetti 
conducts a staging by Ugo Ghrti, 
with designs by Tullio Pericoli. 
Mariella Devla sings the role of 
Adina; Nov 6, 8 

MUNICH 

OPERA 

Bayerische Staatsoper 
Tel: 49-89-2185 1920 
www.staatsOte 0 ter.bayem.de 
9 Der FreischQtz: by Weber. 
Conducted by Zubin Mehta in a 
new production by Thomas 
Unghoff, with designs by Jurgen 
Rose. Cast includes Petra-Maria 
Schnitzer and Peter Serffert 
Nov 7 

NEW YORK 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 


www. metope ra. org 
9 Le Nozze di Figaro: by 
Mozart New staging by Jonathan 
Miller, with designs by Peter 
Davison. With Renee Fleming. 
Cecilia Bartoli and Bryn Terfel, 
conducted by James Levine; 

Nov 7 

EXHIBITIONS 

Metropolitan Museum of Art 

Tel: 1-212-879 5500 
www. metmuseum. org 
0 Degas Photographs: bringing 
together 35-40 photographs, 
most of which were made in the 
1890s. Mainly figure studies, 
self-portraits and portraits of the 
artist's circle; to Jan 3 

SAN FRANCISCO 

OPERA 

San Francisco Opera, War 
Memorial Opera House 
Tel: 1-415-864 3330 
www.sfopera.com 
0 Tristan und Isolde: by 
Wagner. Conducted by Donald 
Runnicles in a staging directed 
by Michael Hampe, designed by 
Mauro Pagano; Nov 6 

STOCKHOLM 

EXHIBITIONS 
Modems Museet 

Tel: 46-8-5195 5200 
www.mod6mamuseeL$e 
9 In Visible Light: Photography 
and Classification in Art, Science 
and the Everyday. Traces the 
evolution of photography from its 
anthropological and scientific 
applications in the late 19th 
century to works by artists 
including Andy Warhol and Cindy 


Sherman: to Nov 15 


WASHINGTON 

OPERA 

Washington Opera, Kennedy 
Center 

Tel: 1-202-295 2400 
www. dc -opera, org 
9 Fedora: by Giordano. 
Conducted by Roberto Abbado 
in a production by Lamberto 
Puggelli, directed here by David 
Edwards, and designed by Luisa 
Spinatelli. The cast is led by 
Mirella Freni and Placldo 
Domingo; Nov 4. 9 


TV AND RADIO 
0 WORLD SERVICE 
BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

0 CNN International 
Monday to Friday, GMT: 

06.30: Moneyline with Lou Dobbs 
13J30: Business Asia 
19.30: World Business Today 
22.00: World Business Today 
Update 

9 Business/Markat Reports: 
05:07; 06:07; 07:07; 0820; 093*0- 

idJo 11:20: 11:32: 12:20 ‘ 

At 08:20 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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MARTIN WOLF 


Currency vacuum 

There is a gaping hole at the centre of the G7’s plan to prevent 
a recurrence of the recent financial crisis 


Frequent repetition or a 
financial crisis on the 
present scale would be quite 
intolerable. So even though 
they are still trying to put 
out the fire, policymakers 
must also do their best to 
prevent another 
conflagration. 

To their credit, the finance 
ministers and central bank 
governors of the Group of 
Seven leading industrial 
countries made a serious 
attempt last week. Their 
declaration reflected the 
efforts of Gordon Brown, 
chairman of the GT finance 
minis ters this year, and built 
upon three reports from the 
Group of 22 “systemically 
significant economies''. 

The resulting agenda is 
sensible. It includes 
increasing the transparency 
and openness of the 
international finan cial 
system; enhancing stability, 
particularly through more 
effective regulation; and 
improving ways to respond 
to crises, particularly 
through orderly workout 
arrangements, better 
insolvency regimes and 
lending into arrears by tbe 
International Monetary 
Fund. Nevertheless, the 
recommendations seem both 
too ambitious and not 
ambitious enough: they 
contain a dauntmgly wide 
range of complex and 
intractable reforms, but they 
still do not tackle a central 
question, that of exchange 
rate regimes. 

The questions raised by 
global financial instability 
are as many and interwoven 
as the Gordian knot; leaders 
must cut through it. The 
sharpest sword they have is 
advice on exchange rates. 
Emerging markets should be 
encouraged to adopt either 
of two extremes - either 
fairly freely floating regimes 
or robust currency boards, 
which fix a currency to an 
anchor, usually tbe dollar. 


Yet all the G7 declaration 

calls for is "consideration of 
the elements necessary for 
the maintenance of 
sustainable exchange rate 
regimes in emerging 
markets, including 
consistent macroeconomic 
policies”. Even in tbe G22 
report on crisis prevention 
and management, less than 
two pages of the 42 are 
devoted to exchange rate 
regimes. This is Hamlet 
without the prince. 

Exchange rate regimes 
matter. To understand why. 
one must start with the 
frightening number of 
banking crises and no less 
impressive number of 
currency crises over the last 
two decades. Bad though 
these are when separate, 
maximum devastation 
occurs when they arrive 
together, as happened in 
Chile in the early 1380s, 
Mexico in the mid-1990s and 
Thailand, Indonesia and 
South Korea last year. 

The fiscal costs of such 
banking crises ran range 
from 20 per cent to 40 per 
cent of gross domestic 
product. But a currency 
crisis imposes the additional 


trauma of a forced external 
adjustment. Even the IMF’s 
relatively optimistic 
forecasts suggests that the 
four most affected Asian 
economies will regain 1997 
levels of GDP only by 2001. 
Four lost years must be the 
least bad outcome to be 
expected. 

Contrast that with Japan 
today or the UK in 1992. 
Japan bas a banking crisis, 
but there is no constraint on 
its ability to provide cheap 
money and fiscal expansion 
at home. Britain suffered a 
currency crisis, but 
devaluation allowed lower 
interest rates and a swift 
return to growth. Neither 
has suffered anything like 
the trauma of the crisis-bit 
emerging countries. 

The explanation Is that the 
UK and Japan had no 
significant foreign-currency 
debt Large quantities of 
foreign currency debt 
unmatched by foreign 
currency assets of 
equivalent size and 
maturity, guarantee that a 
currency crisis will cause a 
banking collapse, and vice 
versa. Once the exchange 
rate falls, borrowers. 
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particularly banks, will find 
their liabilities rising In 
value against their assets. 
Similarly, if the financial 
system begins to look infirm, 
foreign creditors will take 
their money out, thereby 
creating a currency crisis. 

There is also a close 
connection between the size 
of foreign currency debt, 
exchange rate regimes and a 

currency crisis. That 
connection is a fixed 
exchange rate. Suppose tbe 
authorities have kept their 
currency pegged to an 
anchor over a lengthy 
period. Naturally, some 
borrowers treat borrowing in 
foreign currency as no 
different from borrowing in 
domestic currency. 

S imilar ly, some lenders 
begin to think tbeir 
investments are protected 
against exchange risk. 

This is a recipe for huge 
capital inflows and large 
current account deficits. 
Should the government wish 
to limit the expansionary 
effects on domestic credit, by 
raising domestic interest 
rates, the incentive to 
borrow in foreign currency 
will increase. As foreign debt 
piles up, domestic credit 
expands and the economy 
overheats. A crisis of 
confidence becomes 
inevitable and the country 
finds itself buried under the 
rubble of banking and 
currency collapses. 

There are three ways for a 
country to minimis e the 
danger regulatory, 
prudential and market- 
based. The regulatory 
solution Is to create a 
healthy and well -capitalised 
banking system, while 
curbing foreign currency 
mismatches and perhaps 
imposing permanent curbs 
or taxes on debt-creating 
inflows of foreign currency. 
The prudential solution is to 
accumulate sizeable foreign 
exchange reserves or 
contingent lines of foreign 
credit The market solution 
is a floating exchange rate. 

With a floating exchange 
rate, foreign currency risk is 
an abiding presence. 

Floating rates^ economise on 
what emerging markets lack 
- honest, effective and 
public-spirited regulation. 
Regulation will still be 
needed, but its defects 
should be less disastrous. 

Floating exchange rates 
also economise on 
international lender-of-Iast 
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European prize for the best 
business law student 

1998 


The FT/Freshfields European prize is open to students who are 
specialising in business law and are about to embark on their 
professional career. Heats will be held in London, Marseilles, 
Milan, Cologne, Brussels and Madrid, and the two winners 
from each heat will go through to the European final which 
will be held in Paris in December. 


If you would like to enter and have 


• Examination results which put you among the top 
business law students 

• A thorough knowledge of business law and a good 
understanding of EU law 

• A command of at least two European languages, 
including English 


please calf one of the following people for more details 

Fiona Temby - London, +44 171 936 4000 
Florence Henriet - Paris, +33 1 44 56 44 56 
Annemie Vermeyien - Brussels, +32 2 504 7000 
Laura Hidalgo - Madrid, +34 91 319 1024 
Ottavfa Sitia - Milan, +39 02 625 301 
Christei Francke - Cologne, +49 221 20 50 70 
or see the FT/Freshfields Prize page on our website 
www.freshflelds.com 


1st Prize 

the equivalent of 3000 
Euros plus six months' 
paid work experience in 
Europe 

2nd Prize 

the equivalent of 1500 
Euros plus three 
months' paid work 
experience in Europe 

3rd Prize 

the equivalent of 750 
Euros plus three 
months' paid work 
experience in Europe 


resort facilities. Indeed, tbe 
principal G7 suggestion for 
dealing with contagion, the 
"contingent short-term line 
of credit” is, in practice, 
largely needed to stabilise 
pegged exchange rate 
regimes, such as that now in 
Brazil. Under floating 
exchange rates, external 
funds may still occasionally 
be required to halt collapses 
in the rate, but these are 
likely to be more Infrequent 
and less dramatic than when 
an established peg is broken. 

The GTs silence on 
exchange rate regimes is 
understandable, since the 
topic Is so controversial. But 
it is a mistake. The choices 
should be debated now. 

First, countries can 
continue to operate 
adjustable-peg or other 
tightly managed regimes, 
but they will then need 
tough regulation of the 
financial system and, in all 
probability, control over 
capital flows as welL There 
may also need to be 
large-scale contingent 
external assistance, in the 
form or funds available to 
prevent, cushion, or halt 
currency collapses. 

Second, countries can 
adopt fully fixed exchange 
rates, such as Argentina's 
currency board. This can 
work, but it demands a 
liquidity policy for both the 
hanking system and tbe 
country, with large reserves, 
not just to back narrow 
money, but to support the 
banking system through 
panic. Flexible nominal 
prices and wages will be 
needed. So may external 
contingency funds. There 
are valid arguments for 
choosing this option: the 
country may feel politically 
unable to develop a credible, 
domestic monetary regime; 
alternatively, it may fear the 
destabilising fluctuations in 
real exchange rates that 
accompany a float But it 
remains a huge gamble. 

Finally, countries can 
float Some of the need for 
regulation under adjustable 
pegs will then be taken care 
of automatically, via market 
forces. True, floating rates 
may also demand foreign 
currency support In a world 
crisis, but less than If a peg 
is to be defended. Floating 
exchange rates are the worst 
possible system - except for 
all the others. 

Martin. Wolf@PT.cam 


LETTERS TO THE EDITOR 


Potential fault fines in G7 plan for 
fund to help vulnerable economies 


Prom Mr Guy Standing. 

Sir, The Group of Seven 
leading industrial nations' 
p lan to set up a contingency 
fund for the international 
Monetary Fund to provide 
short-term loans to countries 
facing financial crisis as 
long as they are following 
"sound policies” must be 
subject to transparent scru- 
tiny before it becomes part 
of the new orthodoxy (“G7 
backs plan to help vulnera- 
ble economies”. October 31). 
Tbe plan might suffer from 
four types of error. 

Tbe first is that it could 
result in the IMF giving to 
countries unnecessarily in 
the erroneous belief that a 
crisis is coming. There is a 
moral hazard in that a coun- 
try might have an interest in 
encouraging the IMF to 
believe it needs aid. 

The second arises from not 
giving to a country fracing a 


crisis because the IMF has 
not seen the signals. The 
record is not encouraging. 
Presumably the G7 are satis- 
fied that the future will be 
better. The IMF set up an 
“early warning system” alter 
the Mexican peso collapse of 
1994, which neither the IMF 
nor other financial agencies 
predicted. The IMF's World 
Economic Outlook of raid- 
1997 claimed that the east 
Asian economies were doing 
well; that July the Thai bahl 
crashed and the rest is his- 
tory. Did the IMF predict the 
Czech devaluation in 1997 or 
the recent Russian debacle? 

Tbe third type of error is 
that what the IMF believes 
are “sound policies” may not 
be sound. If they were, then 
why is the country in a 
mess? One can see ways 
round this, but it requires 
some mental juggling. 

The fourth error is that 


nrh.it the IMF designate* us 
sound arc not appropriate. 
The World Bank’s chief 
economist hits been writing 

papers criticising the “Wash- 
ington consensus”, which 
tics behind the IMF policies, 
Others have been doing so 
for years. CountriiK. adopting 
IMF structural adjustment 
plans have experienced stag- 
nant per capita Incomes long 
afterwards. Some economists 
believe stagnant real 
Incomes are indicative. _nf 
unsound policies. 

The IMF may he the best 
there is, and may Ik- right. 
However, transparent debate 
is needed, involving more 
than the usual participants 
iu Washington and Cam- 
bridge. Mass. 

Guy Standing. 

29 ch. Champion. 

Collex 1239. 

Geneva. Switzerland 


Convention for quoting euro/sterling rates 


From Mr Simon Hills. 

Sir, Alan Beattie's article 
(Business and the euro: 
“New horizons for forex 
traders", October 29J on the 
impact of the euro on the 
foreign exchange markets 
rightly identifies that the 
issue of bow sterling should 
be quoted in the interbank 
foreign exchange markets in 
London remains unresolved. 
Individual dealer inertia 


may have played a part. 

The position of the British 
Bankers' Association is that 
euro sterling rates should be 
quoted on a certain for 
uncertain basis, that is. El- 
£0.71. It Is actively promo- 
ting the adoption of this con- 
vention which mainland 
European trading centres 
have already decided to fol- 
low. 

London trading banks 


should do so too. This will 
minimise the risk or error 
and confusion and ensure 
that Loudon becomes the 
focus of trading in the curu 

Simon Hills, 
director. 

British Bankers' 

Association, 

Pinners Hall, 

105-108 Old Broad Street. . 
London EC2N 1EX. UK 


Independent political thinking endangered 


From Mr Peter Ford. 

Sir, Voting reforms pro- 
posed by Lord Jenkins are 
undemocratic, and should be 
rejected (“Blair at odds with 
cabinet members after back- 
ing reform’*, October 30). 

It is unlikely the average 
voter will understand the 
system proposed. It may be 
intellectually clever, but this 
is a fundamental flaw. The 


ensuing confusion is likely 
to be further exacerbated by 
the use of several different, 
and equally complex, voting 
systems for different elec- 
tions, for example. London 
mayor assembly. MEP elec- 
tions, local council elections. 

The use of "party lists", 
even on a partial basis, rep- 
resents a move away from 
the individual voter being 


able to decide who they want 
to represent them, and 
towards putting more power 
into the hands of political 
parties. This further reduces 
the likelihood that we will 
have independently minded 
political representatives. 

Peter Ford, 

IS The Drive. 

London SW20 8TG, UK 


Number One Southwark Bridge, London SE1 9HJL 
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FT INTERVIEW COR BOONSTRA 


Trying to make it better 

The president of Philips tells Gordon Cramb that the US, the scene of his biggest 
setback, is also the market which matters most to his company’s future 


B y Cor Boonstra's 
left hand are four 
boxes of aspirin. He 
still suffers from 
what was a “horrible" 
slipped disc, though he says 
his back is “not bad" now. 

His words could describe 
Philips's experiences since 
he took over as president 
two years ago. Europe's larg- 
est consumer electronics 
group is on course to match 
but not to exceed the record 
FI &29bn (£l.05bn) net profits 
from operations achieved for 
1997. Its resilience in the face 
of weakening markets bas 
been helped by Mr Boon- 
stra's drive to fix. close or 
sell businesses he deemed 
were underperforming or 
peripheral. 

Gone are investments in 
Germany's Grundig, in car 
audio and in European cable 
television. Factories are 
being closed at an astonish- 
ing rate (one-third will shut 
in four years). Next out of 
the door is PolyGram. the 
music and films subsidiary 
being sold to Seagram of 
Canada. What remains is a 
sharper electronics hard- 
ware operation aiming to 
secure its place In a sector 
which Mr Boons tra cans a 
“toy store" of opportunities. 

He contrasts it with his 
former job at Sara Lee of the 
US. where he had to per- 
suade American consumers 
to drink just a little more 
coffee and deal with a conse- 
quence of dress-down office 
Fridays (which meant 
women were spending 15 per 
cent less on tights). 

“Electronics are fantastic 
growth products. Even tele- 
vision sets are growing by a 
pace which is far beyond my 
experience in the food and 
apparel industry. There are 
still 130m television sets sold 
per year In the world market 
- that is close to the number 
of personal computers being - 
sold," 

Tbe Dutch group is a 
World leader in electronic 
goods from colour picture 
tubes to shavers, as well as 
in lighting, a division Mr 
Boonstra headed after join- 
ing Philips in 1994. Two 
years later he became only 
the 10th president in its 107- 
year history, and the first 
who had not spent almost 
his entire career with the 
company. 



Boonstra: 'Bulking a brand name takes 10 or 20 years’ 


He moved its management 
from the staid Dutch city of 
Eindhoven to Amsterdam, 
maintaining that the move 
would help Philips attract 
international talent: most of 
all, the marketing profes- 
sionals closest to his heart 
After overseeing tbe group's 
first global advertising cam- 
paign (“Let’s make things 
better”), he authorised a 30 
per cent Increase in the 
media budget this year for 
the US, the market where he 
most wants growth. 

US consumer awareness of 
Philips has improved - all 
that can be expected for 
now. “Building a brand 
name is a job which takes 10 
or 20 years. It is not some- 
thing you do by putting one 
shot in the arm," he says. 

The US has also been the 
scene of Mr Boonstra's big- 
gest setback. A year-old joint 
venture in telephone hand- 
sets with Lucent Technolo- 
gies was unwound last 
month at a cost to the Dutch 
group of about Fllbn. The 
project went wrong because 
of delays with semiconduc- 
tor design. 

The tie-up was intended to 
give Philips access to the US 
market for mobile phone 
handsets, which follow the 
US preferred standard 
CDMA. The GSM system 
used in Europe and else- 
where is available in many 
US cities but CDMA is likely 
to prevail. Philips says it 
will instead settle for a top 
five position among GSM 
suppliers, retreating from its 
head-on challenge to Nokia, 
Motorola' and Ericsson. “We 
were overcome by enthusi- 
asm,” says Mr Boonstra. 
Lucent was less committed 


than he thought, he said, 
and the venture was running 
six months late with a 
mobile product for tbe US. 
“You should not declare vic- 
tory before you start to cre- 
ate weapons. I believe that is. 
where we really went 
wrong," he says. 

The Amsterdam group has 
reinforced its US armoury by 
buying ATL Ultrasound, a 
maker of diagnostic imaging 
equipment, for S800m. As the 
first significant purchase 
authorised by Mr Boonstra 
as president, it serves as a 
brain-scan of his acquisi- 
tions policy. 

Describing hims elf as very 
cautious on takeovers, he 
says Seattle-based ATL is a 
"world leader, with fantastic 
management, a very good 
product and good technol- 
ogy. Tomorrow we would 
buy another company like 
that If we Found one." He 
nominates semiconductors, 
lighting and tbe medical side 
as possible areas for further 
acquisitions. 

“All our product divisions 
have the freedom tq come 
with proposals, but they 
know we are very critical. 
We certainly look at the 
maturity of the product 
line ... We need market 
growth potential if we 
acquire.” 

To sell him a deal solely 
on the basis that ft is strate- 
gic will not wash. “There 
was something behind ‘strat- 
egy’, and that was a free 
ticket for spending," ha says 
of projects undertaken 
before he took over. For 
more than a year, while he 
reined those adventures in, 
Mr Boonstra declined to dis- 
cuss his vision for the group. 


Reuters 

Now he is happy to. 

“We want to play an 
important role in the TV- 
centric digital product arena 
and the products which sur- 
round that" in and away 
from the home, he says. 
Components and semicon- 
ductors underpin that and 
activities across the com- 
pany need to support the 
brand. In-house manufactur- 
ing will see products 
through their start-up phase, 
then “at a certain moment 
we will consider handing it 
over to other suppliers". 

When will Mr Boonstra 
hand over? Aged 60. he will 
stay “as long as you folks do 
not give me the signal that it 
is time to leave". Partly in 
jest, the reply also Indicates 
that he values external per- 
ceptions of bow he is faring. _ 
Philips’s share price, which 
he sees as an objective mea- 
sure of performance, has 
halved since May. 

That In part reflects a 
mobile phones fiasco from 
which Mr Boonstra seeks to 
distance himself. Latest in a 
series of departures is Doug 
Dunn, the Briton responsible 
for that venture, whom some 
had tipped as Philips’ first 
non-Dutch president Now, a 
decent amount of money is 
riding on another Dutch- 
man; JRoel Pieper, the 41- 
year-old former chief of Tan- 
dem Computers who joined 
six months .ago. 

Mr Boonstra says: “We at 
least try to be very frank in 
the organisation here in . 
dealing with each other." He 
also makes clear he intends 
to stay until Philips’ results 
improve further. That may 
mean his fellow directors 
need to watch their, step- 
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With the successful visits of 
Gerhard Schreder, the chancel- 
lor, and his foreign minister, 
Joschka Fischer, to London in 
the past week, Anglo-German 
relations have got off to a good 
start after the change of govern- 
ment In Bonn. Indeed judging by 
the political mood-music, they 
may at this moment be at their 
warmest for two decades. 

The question now is how to 
build on this foundation. London 
and Bonn need to develop a rela- 
tionship that is both realistic in 
terms of what can be achieved 
and non-exclusive In terms of 
other EU partners. 

Such balance will come easier 
r«i* for Mr Schrdder. Representing 
Europe’s strongest power, he can 
be sure that all of his EU part- 
ners will want close ties to him 
During his election campaign, he 
spoke several times of turning 
the historic Franco-German rela- 
tionship into a triangle with 
Britain. But in office, he has 
dropped such trilateral meta- 
phors, at least in public, deciding 
that it would give needless 
offence to the touchy French. 

For Tony Blair, it will be 
harder to resist overstating his 
new-found relationship with 
1 • Bonn. He has constantly 

. repeated, during his 18 months in 
; office, his desire for Britain to 

f : v i I f iliM-ly play a bigger part, even to lead, 

U in Europe. 


First overtures 

With the Socialist victory in 
France coming within a month of 
his own, Mr Blair predictably 
directed his first overtures to 
Pans. But there may now be a 
temptation for him to switch tar- 
get to Bonn. On European poli- 
cies, Britain has a greater natural 
coincidence of interest with Ger- 
many than with France. London 
and Bonn have broadly the same 
views on free trade, on enlarge- 
ment of the European Union, on 
defence and on relations with the 
US. 

But currying favour with 
Europe's strongest power, even if 
W|\ successful, will not remove cer- 
tain obstacles that lie in the path 
of a closer British relationship 
with Europe. One is the inescap- 


able limitation that Britain's self- 
exclusion from economic and 
monetary union (Emu) places on 
its European policies. The Blair 
government did not seem to be 
able to face up to this a year ago 
when Gordon Brown tried tt 
gatecrash the new club of finance 
ministers or the stogie-currency 
countries. The UK government 
may have adopted a new pro-enro 
tone to recent days, but the limi- 
tation will remain until it actu- 
ally decides to join Emu. 

Military field 

As a bridging strategy until 
Britain can join the single cur- 
rency, Mr Blair has been casting 
around for pro-European polic ies 
outside Emu. He has found one 
to the military field by conceding 
a defence' role for the EU, a move 
appreciated by Germany. But the 
UK government has chiefly 
hoped to gain influence by 
spreading the gospel of market- 
based, supply-side economic 
reform. This may now hit a Ger- 
man rock to the shape of Oskar 
Lafontaine, the new finance min- 
ister whose apparent Keynesian- 
ism also strikes a natural chord 
in France. This may well shift 
the economic debate away from 
the Blair agenda. 

Britain cann ot, and should not, 
count on the Franco-German 
machine misfiring in order to 
provide it with opportunities to 
make advances to either Bonn or 
Paris. There is no reason why 
Britain should not harbour ambi- 
tions to exert influence, or even 
to lead to conjunction with other 
EU states. But it would be wise 
to base such an effort on an 
across-the-board Improvement of 
relations with all EU states. 

The Blair government seems to 
have grasped part of this. It is 
moving to balance new political 
ties to Bonn and Paris with over- 
tures to long-neglected allies to 
the Nordic area and the Low- 
Countries, and regular summits 
with Spain and Italy. But it is 
5tffl not clear that Mr Blair has 
grasped the main point a real 
change in Britain’s role in 
Europe will require patience and 
years of hard work.J3ad blood is 
not washed away overnight. 
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Encouraging 

Pyongyang 






North Korea is a rogue state run 
by a Stalinist communist party 
and a nationalistic military estab- 
lishment. It is capable of develop- 
ing nuclear weapons, if it has not 
done so already. It has also 
produced and exported missiles 
capable of being armed with 
nuclear warheads. The country is 
a threat not only to South Korea 
and its other neighbours, but to 
the wider world. 

At the same time, its economy 
is in a state of virtual collapse, 
its population suffers from severe 
food shortages, and its industrial 
sector - apart from the military 
complex - is inefficient and back- 
ward. It is ruled by a reclusive 
leader, Kim Jong-il. whose 
authority is uncertain since he 
succeeded his ruthless and char- 
ismatic father. Kim Il-sung, four 
years ago. 

This highly unpredictable and 
unstable state agreed at the 
weekend to open its secretive 
doors to its first really substan- 
tial foreign Investment, with 
Hyundai. South Korea's largest 
conglomerate. The plans involve 
the development of a tourist 
resort in the Diamond Moun- 
tains, possible exploitation of off- 
shore ail fields, and eventual 

. investment in car assembly, ship 
m repair and other industries. 

Although there must be some 
doubts about Hyundai's ability to 
finance this, given South Korea s 
current economic difficulties, the 
project received the personal 
endorsement of Mr Kim, at a 
meeting with Chung Ju-yimg. 
Hyundai's veteran founder and 
chairman. That is the best posa- 
ble assurance that the invwt- 
ments will eventually go ahead. 
They are the first significant 
result of the so-called sunshine 
policy of economic co-operation 
being promoted by Kim 
South Korea's president. And 
they should bo welcomed as the 

first positive sign of sanity from 
Pyongyang In many months. 

Nuclear blackmail 
Hitherto. North Horan i has negoti- 
ated with the rest of the v ratio 
. largelv through blackmail. b> 
threatening to develop nuclear 


weapons, Pyongyang persuaded 
the US. Japan and South Korea 
to fund a peaceful programme of 
nuclear power generation. By 
threatening to sell its missiles to 
other potential nuclear states, it 
is seeking further leverage. 

Economic reform 
Encouraging foreign investment, 
which in turn wfll generate alter- 
native export earnings to the sale 
of Its missiles, will give Elm 
Jong-il an alternative to this cyn- 
ical and dangerous course. He is 
doing so in the face of h ard lin e 
resistance from his military 
commanders. Some believe that 
he may yet prove to be an eco- 
nomic reformer by the back door. 

Formal peace talks between the 
two Koreas, co-chaired by China 
and the US, made little visible 
progress in Geneva last week. 
They seem unlikely to produce 
the breakthrough to any eventual 
demilitarisation, and unification, 
on the Korean peninsula. Eco- 
nomic co-operation is both a 
more likely route, and a neces- 
sary precondition for peace. 

Re- unification of the divided 
nation would be traumatic to the 
present circumstances, with an 
impoverished north joi ning a 'rel- 
atively prosperous south. So 
every effort must be made to 
revive the northern economy, 

and give the country a stake in 
stability. 

The same thinking should keep 
alive the deal to build peaceful 
nuclear power stations in North 
Korea. President Bill Clinton has 
circumvented a reluctant Con- 
gress to pay the latest US instal- 
ment and Japan has also agreed 
to unfreeze its contribution of 
llbn. put on ice after Pyongyang 
flrod a ballistic missile without 
warning in August That is sensi- 
ble. 

North Korea will never be easy 
to deal with. But encouragement 
should be given to the process of 
opening its economic doors. In 
return, it is reasonable to 
demand more civilised behaviour 
from Pyongyang. But the _ very 
feet of being more to grated into 
the outside world should help 
ensure that process. 
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oris Yeltsin has so dom- 
inated Russia that for 
'the past seven years 
almost all public life 
has revolved around him, it is 
not merely that he blotted out 
any politician who trespassed too 
far into the presidential lime- 
fight More important he polar- 
ised the country so that all other 
politicians have been forced to 
orient themselves around Mm’ 
broadly, in a crisis, you were 
either for Mr Yeltsin or against 
tom. It was the defining feature 
of political life. 

But it is no longer true. With 
Mr Yeltsin recuperating from 
“nervous exhaustion” at a sea- 
side retreat, the 67-year-old presi- 
dent is not a focal point of other 
people's concerns. In the short 
term, the consequences are rela- 
tively predictable. Last week, the 
Kremlin confirmed what many 
had long suspected: the 
day-to-day management of the 
world's biggest country has 
passed into the hands of Yevgeny 
Primakov, the adroit and politi- 
cally cautious prime minister. 

But the longer term conse- 
quences are perhaps more 
intriguing. Freed from Mr Yelt- 
sin’s thrall. Russia’s politicians - 
and especially its future presiden- 
tial contenders - are starting to 
define themselves anew. 

The past few months have been 
filled with a flurry of activity 
from Russia’s fractious political 
groupings. These could change 
the fundamental orientation of 
Russian politics as soon as Mr 
Yeltsin’s term expires to the sum- 
mer of 2000 - if not before. And 
of all the developments, the fitful 
evolution of a broad centre-left 
alliance has been by far the most 
significant 

This bloc’s supporters span a 
broad array of Communists, 
trade unionists, and nationalists. 

From the left Russia's largest 
political force, the Co mmunis t 
party under Gennady Zyuganov, 
has regrouped its forces and 
rethought its philosophy. 

In the centre, General Andrei 
Nikolayev. the former head of the 
federal border guards turned tele- 
genic nationalist MP, has been 
busily marshalling the country's 
moderate trade unionists and 
Social Democrats, signing them 
up to his Union of People's Power 
and Labour. 

An THflnnntial MP, Alexei Pod- 
beryozkin, compares the strategy 
of this putative centre-left alli- 
ance to two armies converging on - 
the same, distant field. 

Certainly, these forces could be 
powerful electorally if they really 
combined. The bloc's supporters 
exultantly predict they will win 
70 per cent of the vote at the next 
parliamentary elections in 
December 1999. That would 
ensure whoever is their general 
would vault into the Kremlin the 
following year to the presidential 
election. That figure could well 
he Yuri Luzhkov, Moscow's ambi- 
tious mayor. Many political 
observers believe the bloc could 
form the national power base for 
Mr Luzhkov, who has long been 
greedily eyeing the presidency. 
After conspicuously flirting with 
the Communists in recent weeks, 
be has also been tipped as the 
most likely single presidential 
candidate from this centre-left 
grouping 

With so much at stake, it is all 
the more important to under- 
stand what this centre-left alli- 
ance is really tike, what it stands 
for, whether it has a coherent 
policy and how united its mem- 
bers are. 

Konstantin Borovoi, a promi- 
nent liberal MP, argues the 
centre-left alliance is just a 
grouping of political opportunists 
which lacks any coherent plan of 
action, other than a vague han- 


Russia’s pretenders 


As Yeltsin facies, a centre-left coalition is emerging as the 
country’s main political force, says John Thornhill 



kering after the failed Soviet poli- 
cies of the past ‘Tt is an artificial 
attempt to create a political force 
without a political idea,” he 
claims. “You might just as well 
have a party of sportsmen.” 

Mr Podberyozkin, who is the 
leader of the nationalist Spiritual 
Heritage movement, which has 
played an important role In try- 
ing to make the opposition some- 
thIng_jpore than merely anti- 
Yeltsin, dismisses the claim. like 
much of the rest of Europe, he 
says, Russia is embarking an its 
own quest far a “middle way". 

“The future will not he about 
communism or liberalism or 
social democracy. Instead there 
will be a search for new political 
methods and at the same time a 
return to our traditional roots 
and heritage," Mr Podberyozkin 
explains in his office, decorated 
with icons and littered with pain- 


current government brings about 
further economic chaos. After all, 
the centre-left's policies, do not 
sound all that different from Mr 
Primakov’s, at least as Mr Pod- 
beryozkin recounts them. 

to bis view, the four defining 
beliefs of the centre-left bloc are: 
strengthening the soda! welfare 
net; increased state regulation of 
the “irresponsible" market econ- 
omy; a return to traditional and 
national values; and the priority 
of education and culture. 


‘It is not possible to 
be a revolutionary if 
you drive to work in 
a Mercedes and 
have a big flat’ 


tioner of Lenin's elder brother). 

Mr Zyuganov’s latest tome, The 
Geography of Victory, which he 
hands out to visitors, contains 
barely a mention of Lenin but 
expounds at length on Russia's 
unique historical mission. He 
speaks to favour of freedom of 
speech and religion, a multi-party 
democracy, and Chinese-style 
economic Tefonns, preserving a 
strong role for the state while 
allowing private trade to flourish 
beneath. 

Mr Zyuganov has had kind 
words to say about Mr Luzhkov. 
The Moscow mayor was a 
“well-known and authoritative 
man” who had shown his ability 
to manage Russia's biggest city, 
the Communist party leader 
claimed. “We support the idea of 
a coalition.” Mr Zyuganov said. 
“The coalition should suggest not 
only a candidate for presidency. 


ptalets explaining the workings of but a whole team, which would 


investment funds. 

“But the most important devel- 
opment is that we have had a 
revolution in social conscious- 
ness and now the left idea Is 
dominant I tan therefore 100 per 
cent sure that the centre-left will 
win,” he says. In other words, 
much of the centre-left's appeal 
lies to the current popular reac- 
tion against market reform. 
Given how widespread the reac- 
tion is, that is a solid base on 
which to rest a public appeal, 
though it is vulnerable to a fur- 
ther swing in public mood if the 


In seeking to ally itself with 
political forces to the centre, the 
mainstream of Russia's Commu- 
nist party has moved a long way 
from its Marxist -Leninist roots. 
In a recent Interview with the 
Financial Times, Mr Zyuganov, 
the party’s leader, displayed a 
remarkable ideological eclecti- 
cism saying he personally drew 
inspiration from figures as varied 
as Charles de Gaulle, S talin, and 
Tsars Alexander I, n. and even III 
(who has been demonised by 
most Communists as the execu- 


include a vice-president, a prime 
minis ter, and other key minis- 
ters." 

He has good reason to seek 
such an alliance. Moderate party 
strategists argue that unless the 
Communists broaden their politi- 
cal base they will be doomed to 
perpetual opposition. Although 
the party can count on a core of 
support - perhaps 20 per cent of 
the electorate - it cannot by 
itself win enough votes to claim 
the presidency, to the presiden- 
tial elections to 1996, Mr Zyuga- 
nov conspicuously foiled to win 


The UK Green Budget, page 11 


Shortage scare - 
with a pinch of salt 

First onions, then potatoes, now 
sat Complex as Indian politics 
often seems, it usually comes 
down to the basics, and the 
price of simple foodstuffs 
currently has the Bharatiya 
Janata party in a pickle. 

The latest scare is salt 
Rumours of a shortage have 
coursed through India's 
sophisticated and grapevine, 
queues have formed at shops, 
prices have multiplied tenfold 
and tales of dearth and rationing 
are sweeping the country. 

A panic over soaring onion and 
potato prices earlier this year 
forced the BJP-ted government 
to replace the chief minister of 
Delhi. Now it has arrested 
dozens of alleged salt hoarders 
and profiteers and Ailed 
newspapers and airwaves with 
dai ms that stocks are sufficient 
for six months. Sushma Swaraj, 
the feisty but increasingly 
beleaguered new chief minister 
of Delhi, rushed to be 
photographed beside heaps of 
sen sacks. 

There is a whiff of politics 
about the salt panic. The BJP 
and its rival Congress are 
head-to-head in three vital stats 
elections this month - BJP-hekl 
Delhi and Rajasthan and 
Congress-ruled Madhya Pradesh, 
it's easy enough to ptent • 
rumours In India. Handy, too, just 
before a series of elections. 


Moreover, Congress knows 
that salt can be a very potent 
political tool in 1930. Mahatma 
Gandhi led a march for hundreds 
of miles across Gujarat province 
against a British tax on salt a 
protest that helped defeat the 
Raj. 

Roche trade 

So now we know how Henri 
Meier, finance director of Swiss 
pharma giant Roche, earns up to 
40 per cent a year on Roche's 
dwindling cash pile. He punts the 
markets. 

For years. Roche has been 
earning nearly a third of its 
profits from Meier’s wheeling and 
dealing, but his strategy was 
shrouded in secrecy until 
Switzerland’s recent change in 
stock exchange disclosure rules. 

Last week Roche bought a one 
third stake in Esec, the world's 
leading supplier of 
semiconductor assembly 
machines. Until Roche arrived on 
the scene ft was touch-and-go 
whether the former high-flying 
Esec would survive tire winter. 

The deal has raised a few 
eyebrows. Rather than buy in the 
market, Roche bought from Karl 
Nicklaus, Esec's 61 -year-old 
founder, who appears to have 
overreached himself 18 months 
ago when he bought Rofic, 
another high-tech company, from 
Roche. Part of that deal is 
believed to have been backed by 
Nicklaus's controlling stake in 
Esec. 


Roche insists that Esec is 
purely a financial investment The 
less charitable explanation is that 
Meier is increasing Roche's 
exposure to protect an earlier 
investment that turned sour. 

However, Esec’s share price is 
up nearly two-thirds since Roche 
bought in, so it seems that the 
stock market still has faith in 
Meter's stock-picking skills - for 
the moment at least 

Double vision 

One Lafontaine is quite enough 
for any German chancellor to 
cope with. Poor old Gerhard 
Schrbder has to deal with two. 

Christa Muller, wife of Oskar 
Lafontaine, Germany's finance 
minister and Social Democratic 
party leader, seems to fancy 
herself as an additional member 
of Schroder’s government team. 

Within hours of Schreder 
taking tire oath of office, the 
blonde 42 -year-old popped up 
on a talk show and called for 
political control of the 
Bundesbank. She has repeated 
the demand - in a joint television 
interview with her husband - 
adding a call for higher petrol 
taxes to boot. 

No one denies Muller's 
qualifications. She is Lafontaine's 
leading economic guru and 
helped him write a book about 
globalisation and employment 
tilts year. But is male-dominated 
Germany ready for a 
home-grown Hillary Clinton - 
especially one who attacks such 


a sacred institution as the 
Bundesbank? Old hands in Bonn 
th'mk not They recall the early 
1970s when Etta Schiller, spouse 
of finance minister Karl Schiller, 
also got involved with her 
husband's policymaking. 

Schiller eventually resigned - 
after coming a poor second in a 
row with the Bundesbank. 

Big numbers 

It’s not often companies fall over 
themselves to praise a 
competitor's products. But that’s 
the happy situation In which 
US-based Iridium finds itself on 
launching the world's first 
satellite hand-held mobile phone 
service. 

Craig McCaw. chairman of 
Teledesic, which hopes to launch 
a satellite- based internet service 
in the next few years, says the 
Iridium development is “truly 
amazing" and other big 
competitors are equally gushing. 

It's not hard to see why. 
Satellite phone market players 
need to raise hundreds of million 
dollars to fund their own 
systems. But share prices have 
been hit by investor doubts - 
particularly after Globaistar 
recently lost 12 satellites, a fifth 
of its total, in a rocket crash in 
Kazakhstan. 

A poor start for Iridium, 
reckoned to be around 18 
months ahead of competitors, 
would only further undermine 
confidence in a market yet to dial 
“s" for success. 


many “cross-over” voters from 
other parties and was crushed by 
Mr Yeltsin in the second round. 
It would be better to link up with 
a potentially powerful presiden- 
tial candidate, such as Mr Luzh- 
kov, than to remain forever on 
the political sidelines. 

From Mr Luzhkov's perspec- 
tive, there is an equally compel- 
ling electoral logic to trying to 
corrall the Communists behind 
his cause. The Moscow mayor 
has proved his appeal in the capi- 
tal. winning more than 90 per 
cent of the vote in the 1996 may- 
oral elections. But be remains 
weak to the rest of Russia. The 
backing of the Communist party 
would bolster his support across 
the country at a stroke. Mr Luzh- 
kov’s arguments for an end to 
untrammelled capitalism, the 
return to a strong, intervention- 
ist state, and an assertive foreign 
policy’, are close to much modern- 
day Communist rhetoric. 

Yet, however strong the elec- 
toral calculus, the creation of a 
centre-left bloc is for from a done 
deal. Mr Zyuganov’s bridge- 
building strategy received some- 
thing of a rebuff at a meeting of 
the Communist party leadership 
last week. The party plenum, 
whicb still dictates official policy, 
concluded that the Communists 
should contest the 1999 parlia- 
mentary elections under their 
own banner. Hardline Commu- 
nists still remember, with great 
bitterness. Mr Luzhkov’s role to 
supporting Mr Yeltsin's bloody 
suppression of the Soviet-era par- 
liament in October 1993. 

Many radical Communists also 
criticise Mr Zyuganov’s concilia- 
tory style of leadership. “I do not 
consider the Communist party 
leadership to be real Commu- 
nists." says Rafik Aliev, chief 
research fellow at the Moscow 
State Institute for Internationa] 
Relations. “They think that 
reform can improve what has 
already been created. It is not 
possible to be a revolutionary if 
you drive to work in a Mercedes 
and have a big flat and a dacha." 

More generally, Russia's politi- 
cal landscape Is changing with 
bewildering speed. Alliances 
rarely last all that long to such a 
world. Many political calcula- 
tions are already being thrown 
askew by the emergence of Mr 
Primakov as a serious presiden- 
tial contender in his own right 
The prime minister is a centre- 
left figure himself and the sup- 
porters of the Communist party 
coaid easily ally themselves 
behind him. But in fact he draws 
support from across the political 
spectrum, Including many 
reformers, so the Communist 
leadership might not necessarily 
want him as their candidate. 
Anyway, he would seriously spoil 
Mr Luzhkov's presidential pitch. 

Even so, compared with their 
opponents, the centre-left looks 
like a model of disciplined organi- 
sation. Grigory Yavlinsky, the 
leader of the liberal Yabloko 
party, has strong - though nar- 
row - electoral appeal but seems 
disinclined to ally himself with 
anyone else. Alexander Lebed, 
the former general turned gover- 
nor of Krasnoyarsk, is a great 
populist but is widely viewed as a 
loose cannon. Some of Russia’s 
most powerful bankers even 
appear to be toying with the idea 
of running Nikita Mikhalkov, the 
handsome and staunchly anti- 
communist film director and 
actor, who would, they believe, 
win the hearts and votes of every 
Russian woman. 

That looks rather like a sign of 
desperation. Unless Russia’s 
centre-right forces move towards 
their own united platform in 
short order, they risk losing the 
argument about Russia's political 
future by default. 



100 years ago 

The Dreyfus Inquiry 
Paris, 3rd Nov. The “Matin" 
states that the Court of 
Cassation has already 
examined the alleged 
confession of Captain Dreyfus 
on the day of his degradation, 
and has come to the 
conclusion a priori that he 
would never have made any 
confession under the 
circumstances alleged. Before 
settling the point the Court will 
privately take the evidence of 
all the ex-Mlnisters of War 
acquainted with the affair, and 
of tiie officer who recorded the 
confession, and perhaps of 
Dreyfus himself, it is stated 
that, in view of the re-assertion 
that no intimidation will be 
permitted, the general officers 
acquainted wife the affair will 
disclose everything at the 
forthcoming Inquiry. 

50 years ago 

President Truman Re-elected 
New York, Nov. 3. President 
Truman has won America’s 
closest presidential election 
since 1916. This afternoon the 
Republican candidate, Mr 
Dewey, conceded the ejection 
to Mr Truman, declaring that 
Mr Truman was sure to win an 
electoral college majority. 
Senator Alben W. BarWey 
becomes Vice-President 
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THE LEX COLUMN 


Stateship enterprise 


Is enterprise replacing productivity as 
Gordon Brown's fevourite word? On yes- 
terday’s evidence, it looks a close run 
thin g. When the UK finance minister first 
got a bee in his bonnet about productiv- 
ity, such rhetoric would have been hard 
to predict. But it is no less healthy for 
that. Though British industry can always 
be more efficient, the real challenge is not 
to grind down further on the cost base but 
to raise its aspirations. 

Peter Mandelson. trade and industry 
secretary, is an even more convincing 
advocate of this message. “We need a rev- 
olution in ambition - for the real weak- 
ness in this country is a lack of ambition 
compounded by [an] attitude to wealth 
creation that borders on the apologetic," 
he said earlier this week. 

Just pause a moment. The liberal use of 
terms like enterprise, wealth creation and 
ambition shows how far the Labour party 
has travelled. One can. of course, take a 
cynical line. If the goal Is enterprise, 
should not government just get out of 
business’s hair? 

To a large degree, yes. But, provided the 
guiding light is wealth creation, govern- 
ment can do modestly useful things. 
Indeed, the string of initiatives announced 
yesterday looks promising: a doubling of 
employee share ownership, establishing 
enterprise institutes in universities, pen- 
sion fund democracy, a boost to venture 
capital and a review of bankruptcy law to 
reduce the stigma of failure. Moreover, 
the change In rhetoric - if consistent and 
sustained - will affect the cultural cli- 
mate in which business operates. That is 
not to be sniffed at 
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USM&A 


confidence. Nevertheless, the character of 
M&A deals has started to change. In the 
current climate, companies are more will- 
ing to go hostile and more likely to use 
cash: 70 per cent of September's deals 
were for cash, against 30 per cent In the 
previous eight months. And although 
larger deals are making a comeback, there 
has not been a mega-merger since 
BP/Amoco nearly three months ago. 

Many of the forces that have driven the 
M&A boom over the past three years 
remain in place. Consolidation in indus- 
tries like media, hanking and telecommu- 
nications has further to run. Most com- 
panies continue to experience sluggish 
top-Une growth and pressure from share- 
holders to divest non-core operations. But 
it Is worth remembering that it took 
seven years to surpass the peak volumes 
set in 1968. This year’s record may prove 
similarly hard to beat 


Marks and Spencer 


life is creeping back into the mergers & 
acquisitions market. US domestic deal vol- 
ume increased to S63bn last month, 
almost double September's lows, though 
still well below its spring peak when 
transactions sometimes topped $l00bn per 
week. Encouragingly, there has also been 
a return of Slbn-plus deals, such as this 
week's $3.6bn takeover of Sofamor Danek 
by fellow medical devices maker Med- 
tronic. 

This resurgence correlates neatly with 
the rise in the stock market, which has 
gained 15 per cent since mid-September, 
helping to fuel a revival in managements' 


British Petroleum 


The bad times just keep on rolling for 
the oil industry. Nevertheless, yesterday’s 
results from British Petroleum provided 
some cheer. A 35 per cent fall In third 
quarter profits may look disappointing 
against Exxon's 33 per cent drop and Eni's 
spirited 19 per cent rise, but is respectable 
in the context of the other majors. Profits 
at both Texaco ami BP’S merger partner, 
Amoco, fell by more than 50 per cent, and 
Shell’s figures tomorrow are unlikely to 
make pretty reading either. 

Volume growth and cost cutting, which 
have together boosted net income by 
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Iranian tanka prepara to attack a mock enemy at the end of war gamas 
near the Afghtm border yesterday Picture: Reuters 
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FT WEATHER GUIDE 


Europe today 

Bands of heavy rain will move 
south towards the Mediterranean 
and eastwards Into Poland and 
western Russia. The south ol 
France wffl have more widespread 
cloud and prolonged heavy rain. 
Heavy, thundery rain wiU also push 
across the Iberian Peninsula and 
northern Italy. Scandinavia win be 
cold and showary with fresh falls of 
snow over the mountains. In con- 
trast, high pressure wffl bring hot 
sunshine to the eastern Mediter- 
ranean. 

Five-day forecast 

An area of high pressure wffl move 
eastwards from the Atlantic tomor- 
row and will then expand to cover 
much of western Europe bringing 
about a more settled spell for the 
rest of the week. Scandinavia wffl 
have a lot a? showers. There wffl 
be further outbreaks of radn across 
the central and western Mediter- 
ranean. 
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S250m since the start of the year, have 
helped BP make a decent fist of a $L3 per 
barrel oil price. It remains on track to lilt 
earnings by $2bn by 2002. But it is the 
prospect of a juicier bone for Sir John 
Browne. Bp’s chief executive, to chew an 

- in the form of Amoco’s slacker cost base 

- that is driving BP’S 21 per cent outper- 
formance since the merger announce- 
ment. 

With BP at a 20 per cent discount to 
Exxon on the basis of price/cash flow 
multiples for 2000, investors still need 
some convincing that just catching up 
with Exxon in size is sufficient to merit a 
re-rating. Next July's performance targets 
for the combined group will be the first 
real test. 


By Our Internati onal Staff 


Britain's best retailer has suffered a 
fearful drubbing. Just when Marks and 
Spencer needed a fair wind to tide it over 
ambitious spending plans, the weather 
turned foul; Asia fell off the cliff and the 
pound stayed obstinately high. Overseas 
profits collapsed. But the last cut has 
been the cruellest - UK consumer spend- 
ing has collapsed at a pace probably not 
seen in nearly 20 years. The upshot: first 
half profits fell 23 per cent, with no 
respite in sight The shares are some 40 
per cent below their 2997 peak. 

For all that. Sir Richard GTeenbory, 
chairman, was in defiant mood yesterday. 
Yes, he is pulling every lever at his dis- 
posal to protect short-term profits. Yes, 
the company is rowing back on its capital 
spending plans. But no. there is no 
retreating on the ambition to be a global 
retailer, merely a slowing of the pace. Sir 
Richard is right to stick to his guns. 
M&S’s strategy is correct in principle, 
even if the communication was ineffec- 
tive. True, the company was too slow in 
responding to a market moving away 
from it, but this is easily enough set 
right. 

Looking ahead, few companies can 
match M&S’s strength In adversity - 
strong balance sheet, unique supplier 
relationships, high market share and low 
cost base. With the sector in such a dire 
state, there is no hurry to buy the shares, 
even after their recent fell. But If Christ- 
mas should mark a turn in fortunes, it 
may be time to buy. 


Russia yesterday opposed the use of 
force to compel Iraq to comply with 
United Nations resolutions and said 
it would intensify diplomatic efforts 
to ensure Iraq co-operated with UN 
weapons inspectors. 

The Russian calls for a peaceful 
resolution of the Iraqi crisis came as 
william Cohen, the US secretary of 
defence, arrived in the Gulf for talks 
with Arab allies over the dispute. He 
flew into Saudi Arabia yesterday 
after laiicg in London and Vienna, 
and is expected to head to Kuwait 
today. 

Mr Cohen and George Robertson, 
the UK defence secretary, said the 
use of force was an option to punish 
Saddam Hussein. Iraq’s president, 
and force him to reverse his block on 
weapons inspections. 

But Igor Ivanov, Russia’s foreign 
minister, said on Russian television: 
“We will not allow a further escala- 
tion of tensions in the Persian Gulf. I 
continue to believe that peaceful 
— to solve this problem have 
not disappeared." The US has the 


aircraft carrier Eisenhower and 20 
other ships in or near the Gulf, with 
seven capable of firing long-range 
Tomahawk cruise missiles. It also 
has 174 aircraft in the area, accord- 
ing to the US defence department 
The US and UK were close to 
striking Iraq in February when Mr 
Saddam barred inspectors from visit- 
ing presidential sites. But the use of 
force was averted in a last-minute 
agreement between Iraq and Kofi 
Annan, the UN secretary-general 
Mr SyHriam has essentially crip- 
pled the sjrstem of inspections by 
Unscom. the UN agency charged 
with Iraqi disarmament. Only the 
International Atomic Energy Agency 
is allowed to continue monitoring 
and verification work, and sensors 
and cameras installed at sites by the 
UN will continue operating. 

Despite US and UK threats this 
week, there were doubts about the 
willingness of the US to use force 
over what it calls a “flagrant viola- 
tion of UN resolutions". This is 
because the two main US priorities 
in its policy toward Iraq are argu- 
ably being met. First, in the absence 


of hard evidence to the contrary, Mr 
Saddam is being contained and poses 
no threat at the moment to Iraq's 
neighbours. Second, a tough sanc- 
tions regime remains in place. 

With Russia. China and France 
sympathetic to the Iraqi position, 
Washington’s priority is to show Mr 
■S addam the security council remains 
united in condemning his moves and 
the international community and 
Arab governments continue to 
diyn.mri that he complies with UN 
resolutions. 

The security council, having unan- . 
imously condemned Iraq’s ending of Vj 
co-operation with UN weapons 
Inspectors, was last night scheduled 
to start work on a follow-up resolu- 
tion. 

Britain proposed that the resolu- 
tion demand the Immediate, uncon- 
ditional rescinding by Iraq of its 
decision to end cooperation. 

But the proposal contained no 
mention of possible military action, 
and diplomats stressed that the 
immediate goal was to retain 
the support of Russia, France and 
China. 
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Bangkok to contract out city 
services in bid to beat pollution 
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By Ted Bardacke in Bangkok 


Bangkok yesterday launched an 
ambitious plan to contract out dty 
services worth considerably more 
than $lbn to private companies in an 
attempt to wmtaiTi the environmen- 
tal problems in Asia's most polluted 
metropolis. 

The Asian economic crisis has 
made it hard to raise funds for large 
infrastructure projects. But Bangkok 
has "tremendous environmental 
problems which the public services 
simply do not have the resources to 
deal with", said Bichit RattakuL the 
city’s governor. 

Mr Bichit, elected two years ago 
on an environmentalist platform, 
said some contracts would be service 
agreements, with the city retaining 
custody of basic infrastructure. Oth- 
ers would be for private groups to 
build and own in fra s tr ucture. 

Private companies wifl collect gar- 
bage from commercial buildings, 
hotels, shopping centres, apartment 
buildings and construction sites. 
They will be responsible for collect- 


ing fees and will pass on the rubbish 
to one of three new treatment facili- 
ties, also to he owned and operated 
by the private sector. 

The solid waste programme will 
cost at least Bt34bn (2928m). imple- 
mentation is scheduled to begin in 
the fourth quarter of next year. 

For water treatment, the city wffl 
invite bids for operation and mainte- 
nance contracts for five city-owned 
treatment plants, four of which are 
still under construction. Future 
treatment plants will be built, owned 
and operated by the private sector. 

Other areas opened up for the pri- 
vate sector Include the budding of 
flood-control channels worth 
BtSJbn, construction and operation. 
of six parking garages worth at least 
Btibn. service contracts to monitor 
and control air and noise pollution, 
and a $370m elevated light-rail sys- 
tem that will act as a feeder line for 
a central city electric train project 
nearing completion. 

Mr Bichlt said soft loans and 
grants for some projects could be 
made available by the Japanese 


Overseas Economic Co-operation 
Fund and the World Bank. The city 
was also exploring ways to provide 
partial guarantees for the debt of 
private sector companies that pro- 
vide essential city services. 

The history of private operations 
in Bangkok infrastructure and ser- 
vices is patchy. The private urban 
bus operator is losing money and 
deeply in debt. United Utilities, the 
UK water and power supplier, can- 
celled a contract with the Bangkok 
government earlier this year due to 
non-payment, although Thames 
Water of the UK has successfully 
completed a water supply system an 
the northern edge of Bangkok. 

Part of the problem has been the 
lack of clarity in contracts with the 
private sector. Mr Bichit pledged to 
address this but said dealing with 
the city and government agencies 
"won't go along at the pace business 
is accustomed to. ... It will be diffi- 
cult and hectic". Most private infra- 
structure developments in Thailand 
have been joint ventures between 
Thai and foreign companies. 
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Wall St dogs have their day 

Some of the dogs of 
the US stock market 
have finally had their 
day. The remarkable 
16 per cent bounce In 
the Standard & Poor’s 
500 index since the 
market touched bottom 
on 31 August has been 
characterised by the 
rebound of some 
chronically underper- 

r . _ forming stocks. Gold 

and precious metate companies, drilling equip- 
ment companies and managed care providers 
are all up impressively. Page 18 

BHP’s diamond triumph in Canada 

The opening of the Ekati diamond mine in 
remote northern Canada is a triumph for Broken 
HiK Proprietary, the Australian group. It has 
spent several years and US$700m estabfehing 
the mine in a region with temperatures of minus 
50 degrees Celsius while contending with the 
demands of native Indians. Page 26 

Oslo makes record recovery 

v-- Oslo remains one of 
Norway ’ '• the stronger performing 

0*1 Tot* MM ; W '.-V ' stock markets since 
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v started to recover last 

L month. Never before 

\ • has the Norwegian 

■ Rfm 

irf • share market risen so 
Y tar in such a short 

win,. . . . 

space of time. Prices 

. Jm - ' 1998 . 

jMCiaMnMV’- 

have ricreesed on the 
back of positive eco- 
nomic news from 




nese banks and the recent cuts in US interest 
rates as well as the improved oil price. Page 36 

Russia welcomes De Beers deal 

The cash-strapped Russian government wel- 
comed a marketing agreement between Aimazy 
Rossi i- Sakha, the country’s biggest uncut dia- 
mond producer, of which it owns 32 per cent 
and South Africa’s De Beers. Page 26 

‘Modem 5 Hyundai prepares future 

Share prices for listed companies of Hyutdai, 
South Korea's largest conglomerate, or chaebol, 
have fallen 33 per cent the second worst per- 
formance among the nation's top five business 
groups. But Hyundai, which means ‘modem”, 
may be the first big chaebol to streamline its 
industrial empire as it finds the Won7,600bn 
(S5.76bn) it needs to absorb Kta, the insolvent 
Korean motor group. Page £1 

Death of key figure in US gold 

Bob Smith, vice-chairman of Barrick Gold, who 
died last week aged 66, was a key figure In the 
revival of North America’s gold mining Iriduspy 
in the 1980s. Obituary, Page 2B 
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Nabisco shares show 20% surge 


By Richard Tomki ns in tew York 

Shares in RJR Nabisco, the US 
tohacco and food group, have 

surged by more than 20 per 
cent in recent days amj H spec- 
ulation that the company is 
about to sel] or spin off RJ. 
Reynolds International, its 
overseas tobacco business. 

But British American 
Tobacco, the Lus. -based ciga- 
rette maker regarded as the 
most likely buyer, yesterday 
sought to dampen speculation 
of a purchase, ratin g tax impli- 
cations and other obstacles. 
RJR Nabisco declined to com- 
ment ‘ 

Reynolds International, 


Speculation over possible sale of overseas tobacco business 


Much had sales last year of 
$Ubn, is one of the biggest 
multinational competitors in 
the global tobacco industzy. 

‘ Its Camel and Winston ciga- 
rettes tank among the top 10 
international brands, and 
Salem is the world’s best- 
selling menthol cigarette. 

The company also makes 
many regional and local 
brands, including Peter I, the 
best-selling Alter cigarette in 
Russia. 

However, the business has 
run in to difficulties >wvinny of 
its heavy exposure to Russia 


and other eastern European 

markets hit by deteriorating 

pfry n pmte conditions. 

In the quarter to September 
30, Reynolds International's 
sales fell by 19 per cent to 
3735m and its operating profits 
tumbled 52 per cent to 595m. 

In contrast, Philip Morris, 
the biggest US tobacco com- 
pany, increased international 
tobacco profits by 11 par cent 
to SL4bn. 

Martin Feldman, a tobacco 
analyst at Salomon Smith Blar- 
ney, b«g been tplling ftltentg 
that he expects Reynolds Inter- 


national to be spun off or sold, 
possibly in a deal with BAT or 
in piecemeal transactions. 

RJR Nabisco has long been 
under pressure to split its 
tobacco and food businesses, 
but plans to do so have been 
stymied by worries that anti- 
tobacco litigants would sue to 
prevent a spinoff. That threat 
seems likely to ease in the 
near future because US 
tobacco companies are close to 
settling the biggest lawsuits 
pending against the industry - 
those brought by states suing 
for the cost of treating sick 


smokers. RJR Nabisco’s shares 
have risen from just over $24 
to more than $29 since the 
beginning of last week. 

Yesterday, they were up S 1 * 
at $29V« in early afternoon 
trading. 

BAT said it had already built 
up its own business in markets 
where Reynolds International 
operated. 

It added that an outright 
acquisition would be taxed by 
the US government, so If after- 
tax proceeds were satisfactory 
to RJR’s shareholders, the pre- 
tax figure would most likely 
be higher than BAT'S share- 
holders would be prepared to 
pay. 


Eurobond issues 
signal revival of 
investor demand 


By Edward Lace and 
Khazem Merchant ta Lnodoo 


The eurobond market has 
sprung back to life week, 
having beat effectively ruled 
out to all but the most highly 
rated borrowers since August 
European and US compa- 
nies, such as Akzo Nobel, the 
Dutch ffl'Mnlwite group, arid 
Household Finance, the US 
home improvement lender, 
issued large-scale eurobonds 
yesterday and on Monday in 
the strongest sign yet that the 
European investor base is 
regaining an appetite for risk. 

Sprint, the US telecom- 
munications company, and 
Bertelsmann, the German 
media company, are both 
expected to take advantage of 
the return of liquidity to 
Europe with international 
band issues in the next few 
days. Other borrowers thought 
to be preparing to tap the mar - 
ke&s tadude DNN, the Dutch 
chaanicals company. 

Argentina yesterday 
launched a $300m eurobond in 


a further sign of renewed 
investor demand. "The euro- 
bond market is open again,” 
said TSarannn Mnf VmnpIl, had 
of the bond syndicate at Deut- 
sche Bank in London. “But we 
don’t expect to see the return 
of the bun market” 

Bankers attribute the revival 
in risk appetite to toe stabilisa- 
tion of international bond and 
equity markets in the last two 
weeks. The yields on the 
benchmark government bonds. 


night, having been driven 
sharply downwards over the 
previous two months as a 
result erf the investor flight to 
safety. 

The yield on the German lb- 
year bond has risen to 4 2. per 
cent from a low of &S8 per cent 
in early October. The yield on 
the 30-year US Treasury bond 
has similarly risen to 5.2 per 
cent after touching a historic 
low of 4.77 per cent cm 5 Octo- 
ber. This indicates that inves- 
tors have been moving out of 
the leading government bond 
markets and expressing more 
confidence in lower-rated 
securities, such as corporate 
bonds. 

“Some investors are remain- 
ing heavily in cash out of ner- 
vousness about the market, 
but there are enough invest- 
ment funds returning to the 
mamstrpam bond markets to 
bring it back to life." said the 
tw»fld of bonds at one US hynk 
in London. 

The trend has been boosted 
by the high level of redemp- 
tions of existing corporate 
bonds in the last two months. 
When a bond matures, the 
investor receives the original 
principal which is then usually 
re-invested in new bond offer- 
ings. 

"There’s a lot of cash sitting 
out there and spreads [risk 
premiums] are looking very 
attractive,” said one trader. 

The market revival has also 
been stimulated by buoyancy 
in toe US domestic bond mar- 
ket 



such as German bunds, have 
risen markedly in the last fart- 


Bands, Page 24 


Cider traefing : Canandaigua Brands, US drinks producer, has bought Matthew Clark, the UK’s troubled elder 
maker and producer of the Diamond Whits brand, in a £21 5m ($363£5m) a greed takeover. Canandaigua arid: 
‘Our moat immedote focus w9 most Hcaiy be in dtetitad spirits.’ Report, Page 22 Picture: Ashley Ashwood 


Kvaerner shares fall 15% 

Troubled shipbuilder warns of weakened results 


By Valeria SUU la Oslo 


Shares in Kvaerner tumbled 
15 per cent yesterday after the 
troubled Anglo-Norwegian 
engineering and shipbuilding 
conglomerate warned it expec- 
ted a “significant weakening” 
in third-quarter results. 

In the latest setback, the 
company blamed provisions 
for losses on some projects and 
write-downs of assets, based 
on a preliminary evaluation of 
the group’s books by external 
auditors Arthur Andersen. 
Kvaerner also said operations 
had been affected by the 
overall weakness in its mar- 
kets. 

The warning came days after 
Kvaerner appointed K]eU Alm- 


skog, executive vice-president 
of Swiss-Swedish industrial 
group Asea Brown Boveri, as 
its new president and chief 
executive. 

Mr Almskog will succeed 
Erik Tonseth, who was forced 
to step down last month after 
10 years as chief executive, fol- 
lowing a steep fall in profits. 
In the first half of this year, 
Kvaerner profits fell from 
NKr840m (*li5m) to NKr266m. 

“The overall weakening is 
not Kvaerner-specific prob- 
lems, but general market prob- 
lems," said Christian Bjelland, 
Kvaerner chairman and tempo- 
rary chief executive, who 
declined to give any figures. 

The asset write-downs will 
be on our assets on our books 


as well as shares in other com- 
panies,” he added. 

In Oslo, Kvaerner shares 
closed NKr28.50 lower at 
NKrl64JiO. wiping out many of 
the gains maite since Mr Ahn- 
skog-’s appointment. Shares 
were trading as low as NKr75 
before Mr Tonseth was ousted, 
compared with an all-time 
high of NKr480 in August 1997. 

Although Mr Almskog has 
not started work at Kvaerner, 
he will take part in further 
evaluations before third-quar- 
ter results on November 16. 

Separately, Kvaerner said it 
bad sold an 18 per cent stake 
in Western Bulk, the Norwe- 
gian shipping company, for 
less than NKr40m. represent- 
ing a loss of NKr59m. 


UEM puts 
off loan 
interest 
payments 


By SheBa HcNuity 
in Kuala Lumpur 


UEM, toe Malaysian toll road 
operator forced last year to 
bail out Its troubled parent 
Renong. the well-connected 
infrastructure conglomerate, is 
to defer interest payments on 
loans totalling M$2.92bn 
($768m). 

UEM - once favoured by- 
investors because its toll 
operations generated steady 
cash flow - said yesterday it 
had notified its lenders of the 
deferral while it restructures 
its debt over the nest six 
months. 

Its announcement is the lat- 
est indication of the financial 
problems facing many Malay- 
sian companies. 

The move followed an 
announcement on October 9 
that the combined Renong- 
UEM group would be the bene- 
ficiary of a MSI 0.5b n 
government-sponsored debt 
restructuring. 

Analysts had been expecting 
the government to provide fur- 
ther assistance to the group 
after it promoted the rescue 
late last year of Renong. which 
was in effect controlled by the 
United Malays National Organ- 
isation, the country’s domi- 
nant political party. 

UEM borrowed MS2-4bn to 
buy a large stake in Renong. 
The takeover was widely inter- 
preted as a politically sanc- 
tioned bail-out of a heavily 
indebted parent company by 
its subsidiary. It prompted an 
exodus from toe two compa- 
nies* shares by investors. 

The interest payment defer- 
ral underlined the extent or 
the ftoanrial problems still fac- 
ing the Renong-UEM group. 
But the government has been 
able to continue to support the 
group without facing renewed 
adverse investor reaction 
because of the stringent con- 
trols on capital flows and stock 
market trading introduced in 
September. 

In the bail-out, the authori- 
ties granted Renong and UEM 
special privileges, which ana- 
lysts felt demonstrated the 
government’s lack of commit- 
ment to institutional regula- 
tions and transparent corpo- 
rate governance. The 
privileges included a waiver to 
UEM, excusing it from having 
to make a general offer for the 
remaining shares of Renong. 

UEM said the interest obliga- 
tion of the company and 
its relevant subsidiaries 
amounted to MS8.l6m on Octo- 
ber 30. 




BARRY RILEY 


Ominous symptoms of 
recession are apparent 


Securities markets have been 
puzzling over how to adjust to 
the deceleration being suffered 
by the economies of Europe 
and North America. After the 
wild movements in the late 
summer, however, the markets 
have settled back into a mood 
of relative optimism. Crucially, 
government moves to 
stimulate are viewed positively 

rather than negatively as 

indications of a worsening 
economic environment. 

The UK’s economy, in 

particular, seems to be 

dropping off the metaphorical 

dif^ providing an 

uncomfortable background for 
yesterday's preliminary 
Budget statement Although 
Hii» historical statistics up to 

September appear solid 

urinng h the inventory 
adjustment that typically 
triggers a recession now 
appears to have got under 
way. Opinion surveys from the 
Confederation of British 
Industry and toe Purchasing 
Managers’ Institute, at face 
value, appear to warn of a 
setback at least as bad as that 

in the eariy 1990s; true, these 

surveys mainly relate only to 
manufacturing industry. 
Continental Europe is also 

slowing sharply- US 
consumption remains toe last 
powerful engine for the global 
economy, and it remains to be 
seen how it can avoid stalling 
as the balance of payments 
ttcakens and the dollar is 
destabilis ed. An inventory 
build-up is also evident in the 


US. As always toe markets are 
torn in two directions. 
Short-term interest rates have 
a long way yet to fall in the US 
and the UK. On the other 
hand, the fixed income 
markets may have to adjust to 
a greatly increased rate of 
issuance of government bonds 
over the next two years. As for 
equities, pro fi ts are going to be 
hit quite badly: ominously, 
yesterday’s serious earnings 
setback for Marks and 
Spencer, the UK’s top retailer, 
was the first since 199L 

The UK draft Budget gave a 
typical demonstration of how 
politicians react to the danger 
erf an Impending recession. 
First, they say a slowdown is a 
necessary evil in order to get 
back on to a long-term growth 
path. Secondly, their 
forecasters underestimate the 
severity of the cyclical decline. 

The last recession bad a 
tremendous financial impact. 
Net issuance of bonds by the 
G10 governments soared from 
$160bn in 1988 to a peak of 
$730bn In 1998, according to 
the latest statistical digest 
from Barclays Capital. During 
the year ended in June, after a 
long economic upswing, the 
total was down to £265bn 
(excluding Japan, the decline 
was from $860bn to $i50bn). 

There are new constraints 
such as the euroland "stability 
pact" and toe UK chancellor 
Gordon Brown's "golden rule", 
designed to prevent a similar 
debt explosion in future. But 
we can be confident that such 


self-discipline would not 
survive the desperate 
prioritisation Imposed by a 
s i g n i fic ant recession. 

Already the US Treasury 
long bond yield has risen from 
a low of 4.7 per cent to 5.2 per 
cent. Fears of a shortage of 
government bonds are waning. 
In the UK, pressure from 
regulators and actuaries on 
pension funds and life 
companies has caused them to 
keep on buying gilt-edged at 
some £4-5bn ($7Bbn) a quarter 
- well above the government’s 
net issuance rate, creating a 
scarcity premium as other 
investors are flushed out by 
low yields. One consequence is 
the remarkable widening in 
corporate bond spreads. These 
effects will unwind in due 
course, however. 

After wobbling, the 
psychology of the markets is 
generally positive. Equities 
have recovered strongly in the 
past month - by 17 per cent as 
measured by the FT/S&P 
Actuaries World Index. The 
bounce bas encouraged one 
frustrated bear, Albert 
Edwards, global strategist at 
Dresdner Weinwort Benson, to 
construct a “denial indicator", 
which currently shows that 
stock market analysts in the 
US and Germany are the most 
guilty of turning a blind eye to 
economic reality. 

Perhaps, indeed, 
co-ordinated stimulation by 
governments will head off a 
recession. But we should not 
count on it 
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Technology still best of breed but stock-market underdogs bark again 


Long-underperforming shares 
have rebounded as US stocks 
rally, writes Richard Waters 


Outperforming underperformers 

Performance of selected S&P sodom sines August 31 1998 

% increase 


S ome of the dogs of the 
stock market have 
finally had their day. 
The remarkable 15.8 per 
cent bounce in the Standard 
& Poor's 500 Index since the 
market touched bottom on 
August 31 has been charac- 
terised by the rebound or 
some cbronlcaUy underper- 
forming stocks. 

But it has also featured 
something far more familiar 
the continued advance of the 
technology sector. With 
financial stocks also begin- 
ning to recover on hopes of 
further interest-rate cuts, 
the powerhouses of technol- 
ogy and finance, so domi- 
nant during the 1990s bull 
market, could yet return as 
the twin pillars of the latest 
stock-market rally. 

Among the dogs, gold min- 
ing companies have held 
little attraction in an era 
when paper assets have 
become the Investment of 
choice. Companies making 
oilfield drilling equipment 
have also suffered from 


slumping commodity prices. 
And managed healthcare 
providers, battered by a 
political onslaught over the 
declining quality of care and 
a series of management fail- 
ures. have become stock 
market outcasts. 

These perennial under- 
performers are among the 
companies which have 
bounced spectacularly in the 
past two months, as the US 
stock market has lurched its 
way through a powerful 
rally. A rebound iu early 
September ran out of steam 
as fears spread that financial 
market turmoil would spill 
into the real economy. But 
the rally sparked by the sec- 
ond US interest- rate cut. in 
early October, has proved 
more durable. 

Gold and precious metals 
companies have risen about 
60 per cent from the low 
point, while drilling equip- 
ment companies are up 
33 per cent and managed- 
care companies are 30 per 
cent ahead. 
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To a large extent, moves 
like these appear to reflect 
rebounds from very low val- 
uation levels, rather than a 
belief that these sectors hold 
the key to the next leg of the 
stock market rally, accord- 
ing to Wall Street analysts. 

While some argue that 
commodity stocks have 
reached a bottom - includ- 
ing Byron Wien at Morgan 


Stanley Dean Witter - most 
still hold that Asia's troubles 
and a slowing global econ- 
omy next year will keep the 
lid on any price rises. 

Significantly, the gold, 
drilling and managed-care 
sectors have each underper- 
formed the S&P500 index by 
at (east 10 per cent since the 
start of the year, despite 
their recent rallies. 


Other commodity- based 
companies, or those in low- 
value-added Industries that 
are vulnerable to global 
overcapacity, have experi- 
enced similar diffi culties. 

Besides a hunt for value, 
the recent rally has been 
characterised by a shift 
away from companies most 
vulnerable to a downturn in 
emerging market and 


towards those deemed to 
have more reliable revenues, 
particularly from domestic 
sources. Coca-Cola is still 
nearly 20 per cent below its 
peak - but tobacco compa- 
nies and telecommunications 
carriers have stormed ahead, 
thanks to a belief that their 
revenue growth is likely to 
remain resilient. 

Meanwhile, two long-term 


favourites of US investors 
remain high on many Wall 
Street analysts’ recom- 
mended lists. -We thought 
Ithc fall ini the finance sec- 
tor was overdone - and we 
still like technology.” says 
Leah Modigliani, an analyst 
at Morgan Stanley. 

Financial stocks arc still 
well below their peaks. Mer- 
rill Lynch and Morgan Stan- 
ley. which are vulnerable to 
disruption in the financial 
markets, are more than a 
third short of their peaks, 
even though their share 
prices have jumped more 
than 50 per cent in less than 
a month. 

Further US interest rate- 
cuts would help to ease the 
high risk premiums that 
have crept into the credit 
markets and bring a positive 
tilt back to the US yield- 
curve. says Jeffrey Apple- 
gate, US equity strategist at 
Lehman Brothers. Both of 
these would restore confi- 
dence in the financial sector. 

Most technology compa- 
nies had less ground to make 
up after August, and many 
have leapt to new heights. 
The sector's advance has 
come despite an expected 
slowdown in capital spend- 


ing in the US a s companies 
tighten their belts. Technol- 
ogy equipment - " has 

qccnuuted for a hair of .all 
capital investment in the 
boom years: according to Mr 
Applegate. He adds, though, 
that it is the other half - 
bricks and mortar and other 
types of equipment - that 
will bear the brunt of the 
spending cut a. und that con- 
sumer spending will offset 
some of the pain. 

The technology, sector - 
more specifically, the inter- 
net - has also provided some 
of the most spectacular 
recoveries of recent weeks, 
Two montlis agu, internet 
stocks were floundering 
amid concerns they had 
risen too far loo fast. : . - 

That now look overdone. ^ 
Both America Online and* 1 
Amaznn.com have returned 
to their July peaks , this 
week: each company's 
shares has advanced; at 
least two-thirds In value 
since the market bottomed. 
Yahoo!, meanwhile,- has 
stormed to new records, 
nearly doubling in that time. 

“I can't find many compa- 
nies on this planet growing 
at 60 per cent a year." said 
Mr Applegate. 
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Initial approval 
given in US for 
SangStat drug 


ABN Amro, Mellon in tie-up 


NEWS DIGEST 


By David Pilling, 

Pharmaceuticals Correspondent 

SangStat. a Californian 
transplant specialist, yester- 
day won the first US regula- 
tory approval for a generic 
version of cyclosporine, an 
immunosuppressant that 
helps prevent rejection of 
transplanted organs. 

SangCya will be sold at a 
20 per cent discount to 
Novartis's Neoral, the top 
seller in the world S1.3bo 
cyclosporine market 

Cyclosporine. Novartis's 
leading product was devel- 
oped from a fungus found in 
Norwegian soil. 

Its launch in 1933 trans- 
formed the transplant mar- 
ket which had hitherto 
been plagued by organ rejec- 
tion. 

SangStat estimates that its 
compound, which must be 
taken for life by transplant 
patients, could save an 


annual $1,200 for each 
patient. There are about 
250,000 organ recipients 
worldwide. 

Daniel Vasella. chief exec- 
utive of Novartis, said the 
fact that SangCya was in 
liquid, rather than capsule, 
form would blunt its chal- 
lenge. 

“I don't anticipate it will 
be a very rapid erosiou of 
our business but... it is a 
clear signal that we have 
reached peak sales of [cyclo- 
sporine]." he said. 

Philippe Pouletty, manag- 
ing director of SangStat, 
which in October paid SSlm 
for the transplant division 
of France's Rhone-Pcmlenc. 
said the company hoped 
to move into profit 12 
months after the launch of 
SangCya. 

SangStat shares gained 
S3 to $25 /b at mid-day, 
while Novartis shares slid 
SFr23 to SFT2.-175. 


By Jane Martinson, 

Investment Correspondent 

Mellon Bank or the US and 
ABN Amro Bank of the 
Netherlands yesterday 
announced a global alliance 
to provide custody services 
around the world. 

The joint marketing and 
servicing alliance, to be 
called ABN Amro Mellon 
Global Securities Services, 
covers assets worth more 
than S2.55Qbn. 

The bulk of these, or more 
than S2,000bn, are managed 
or serviced by Mellon in 
the US. 

The bank, which is based 
in Pittsburgh, is one of the 


largest global custodians in 
the world. 

Dan Wywoda. head of Mel- 
lon's global custody services 
in Europe, said the tie-up 
would provide the opportu- 
nity to improve and increase 
services outside the US. 
"ABN Amro is a world class 
organisation which is noted 
as a global bank." he said. 

MelloD has pursued a 
strategy of alliances with 
local partners to further its . 
global ambitions rather than 
direct takeovers. It already 
lias a series of alliances with 
other financial organisations 
such as CIBC in Canada and 
Den Danske in the Nordic 
countries. 


It also has separate alli- 
ances covering Spain and 
Portugal. None of these will 
be affected by yesterday's 
deal, which covers all other 
parts of the world. 

Custody, long regarded as 
a relatively dull area of 
finance because of its low 
margins, has become much 
more desirable in the past 
few months. 

Shares in the four hanks 
with the heaviest concentra- 
tion on custody businesses 
in the US - Bank of New 
York, Mellon, Northern 
Trust, and State Street - 
have all weathered the 
global financial storm of 
the past three months much 


better than their peers. 
Between them they have 
outperformed the US bank- 
ing sector as a whole by 
almost 12 per cent so far this 
year. 

ABN Amro, which has 
total assets nnrinr custody of 
more than S550bn, has an 
international network of 
1,900 offices in 71 countries. 
It first entered the custody 
business 80 years ago. 

Rjjnhard ram Tets, chair- 
man or the bank's invest- 
ment banking business, said: 
“This alliance underlines 
once again our co mmitme nt 
to meeting the evolving 
requirements of our key 
clients.” 


Store wars: Empire strikes back 

Canadian supermarkets react to fears of expansion by US groups with acquisitions 

By Scott Morrison hi Toronto The transaction was competition authorities, acquisitions has been also 


PD VS A details 
gas contract 


By Raymond Coritt 
m Caracas 


An international energy 
consortium won a 20-year 
contract to build, awn, 
and operate a gas compres- 
sion facility in eastern Vene- 
zuela. Petroleos de Vene- 
zuela (PD VS A), the state 
oil company announced yes- 
terday. 

The consortium is made 
up of Ei Paso Energy Inter- 
national. General Electric 
Capital Corporation, both of 
the US. and Nissho Iwai. or 
Japan. 

The project, the largest of 


its kind iu the world, is to be 
completed by mid-20Ml and 
will cost some $-100m. 
PDVSA said. 

The plant is to produce 
1.2bn cu ft of compressed 
gas a day. which will be 
injected into nearby oil 
fields to boast oil production 
levels. 

This will permit the recov- 
ery of an additional 30iim 
barrels of light crude oil 
from the Santa Barbara-Piri- 
tal area in the eastern state 
of Monagas. which boasts oil 
reserves of 6.9bn barrels, one 
of the largest fields in the 
country. 


It has been an unprece- 
dented week in the Canadian 
food retail and distribution 
industry, where supermar- 
kets have traditionally 
remained focused on their 
regional markets. 

A trio of acquisitions over 
the past seven days has 
moved two groups closer to 
establishing a strong 
national presence. 

The deals were in response 
to intensified competition 
within the industry, as 
growth in the Canadian food 
retail market has slowed. 

The Canadian groups were 
also responding to concern 
that US- retailers might 
expand into Canada, and 
analysts noted that stock 
valuation differentials made 
it an opportune time for 
some groups to strike. 

On Monday. Empire 
agreed to acquire the rival 
Oshawa for CSl.obn 
tUS$974ral in cash and 
shares. That would establish 
Empire's Sobeys chain as the 
second largest Canadian 
food retailer and distributor, 
with annual revenues of 
about CSlObn. 


The transaction was 
announced only days after 
Loblaw, the nation's top 
supermarket group, offered 
to acquire Provigo. the larg- 
est Quebec chain, for 
C$1. 6bn. This deal would 
extend Loblaw's national 
reach and give it annual rev- 
enues of C$17bn_ 

Wal-Mart is 
testing the 
sector in Canada 
by establishing 
food sections 
at three 
Ontario stores 


Loblaw further strength- 
ened its position on Monday 
afternoon by agreeing to 
acquire Oshawa's outlets In 
eastern Canada. Empire and 
Sobeys moved to divest 
those assets because it was 
likely the combination of 
their Atlantic Canada out- 
lets would likely have been 
frowned upon by the federal 


competition authorities. 

These recent transactions 
have established three top 
food retailers and distribu- 
tors In Canada. US-owned 
Safeway, the other major 
food retailer, has a strong 
presence in western Canada, 
but it is not clear whether it 
has plans to expand 
eastwards. 

The three groups are hav- 
ing to battle for market 
share and higher returns 
even though nominal growth 
in the sector has slowed to 
less than 3 per cent, roughly 
equivalent to Canada's infla- 
tion rate and its population 
Increase. A renewed trend 
towards dining out has fur- 
ther challenged grocers. 

Merging operations pro- 
vides food retail and distri- 
bution groups with a num- 
ber of cost-saving synergies, 
such as increased purchas- 
ing power and reduced over- 
bead and distribution 
expenses. 

Furthermore. larger 
groups are better positioned 
to finance the capital expen- 
diture needed to upgrade 
stores and install the latest 
technologies. 

The flurry of Canadian 


acquisitions has been also 
spurred by consolidation 
among US food retailers. 
Kroger, the US supermarket 
group, said recently it would 
acquire the rival Fred Meyer 
for USSllAbn to regain its 
standing as the nation's larg- 
est supermarket chain. 

Safeway and Albertson, 
the second and third largest 
supermarket chains in the 
US. have also moved aggres- 
sively to expand over the 
past year. 

The threat to US grocers 
has come from mass retail- 
ers such as Wal-Mart and, to 
a lesser extent, K-Mart as 
they move into food sales. 
Wal-Mart is testing the sec- 
tor in Canada by establish- 
ing food sections at three 
Ontario stores. The potential j 
threat from Wal-Mart and 
possibly the US supermarket 
chains has Canadian food 
retailers looking over their 
shoulders as they attempt to 
strengthen their market 
position. 

“It’s just a matter of time 
before [the US chains] look 
to Canada and that is a 
scary thought [for Canadian 
supermarket groups].” said 
one industry analyst. 


PROPERTY 

TrizecHahn cash flow * 
rises on rental income 

TrizecHahn, the Canadian real estate group, reported a 
52 per cent rise in cash flow in the third quarter on the - 
strength of rapidly growing rental income from its expand- 
ing portfolio of US office buildings. Rental income from . 
office properties, two-thirds in the US, rose 80 per cent 
over the corresponding period to USS1 79m as occupancy 
and rental rates both increased. 

Operating cash flow per share of 43 cents was in line 
with analysts' expectations, up from 30 cents m the third 
quarter of 1997. Trizac shares were trading down 25 cents 
at C$29.55 at mid-day. 

Trizec has nearly completed an ambitious overhaul in 
which it has sold 17 retail properties for $2.1 bn, generating 
net profits of about $1bn, and has embarked on aggres- 
sive acquisitions of office complexes in the US. (n addi- 
tion, the company opened a European headquarters in 
London In September and is planning to build as many as 
10 huge US-style shopping and entertainment complexes. 

It is working on three projects - one each in Hungary. 

Czech Republic and Spain. The company also has plans v? 

to invest about $500m in Europe in the next two 

years. 

in the last financial quarter, Trizec bought $45 0m in US 
office properties, bringing its acquisition expenditure in the 
year to date to $1.8bn. The company said another $750m 
in acquisitions is under active negotiation. 

Edward Alden, Toronto 


FASHION 

Low demand hits Donna Karan 

Donna Karan, the New York fashion house, yesterday 
warned that its 1998 profits might fail below expectations 
because of the downturn in demand from Asia and a faH in 
athletic shoe sales. The company, which has had a tough 
time since floating 18 months ago on the New York Stock 
Exchange, is now being restructured under John Idol, a 
former Ralph Lauren executive who was recently 
appointed chief executive officer. Karan also reported a 
steep increase in net income yesterday to $7.56m in the 
three months to September 27 from $923,000 in the same 
period last year. 

Net revenue fell to $1 70.57m ($21 4.87m) during the third 
quarter, principally because of the decision to license 
beauty products to the Estee Lauder group and its DKNY 
jeans operation to Liz Claiborne, the US dothing company. 
Cost-cutting triggered a reduction In general expenses to 
$35. 7m ($64.41 m) and operating profits rose sharply to 
$1 4.52m ($2. 39m). 

Net income per share also showed a strong increase to 
35 cents (4 cents). Karan's profits warning reflects the 
general unease in the designer fashion market Isaac Miz- 
rahi, another wefl- known US fashion designer, recently 
closed his business and Todd Oldham is scaling down his 
company. Alice Rawsthom 
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Dresdner Kleinwort Benson already has a 
record of bringing innovation to the Euro. 
We traded the first Euro-swaption, lead 
managed the first jumbo Pfandbrief and our 
Globa! Head of Interest Rate Derivatives has 
been acknowledged as “Innovator of the 
Year in Europe”. Now with state-of-the-art 
technology, from new dealing rooms in both 
London and Frankfurt, we bring you the best 
of both locations. Through a virtual office 
environment that allows seamless 


communication between different areas of 
excellence, we provide direct access to a 
full range of euro products with the insight 
and strength that has made us top two for 
all debt lead managements in Euroland 
1997/8. Combine the benefits of London’s 
traditional volumes and innovative approach 
with the commitment that you would expect 
from a firm only metres away from the 
European Central Bank and the result is 
better performance for our clients. 


For an innovative approach to the 
Euro, contact 

Frankfurt on Tel: +49 69 263 4082 or 
London on Tel: +44 171 475 6016 
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“Innovator of the year in Europe", 
source Derivatives Week, May 18, 1998 
Issued in the UK by Kleinwort Benson Umited. 
regulated by SFA. 

Member of the Dresdner-Bank Group. 

www.dresdnerkb£om 
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COMPANIES & FINANCE: EUROPE 


SCANDINAVIA LEADING COMPANIES SEE FLAT OR FALLING PROFITS AS STEEL PRICES DROP 


Lower demand threatens engineering groups 


By Tim Burt in Stockholm 


Three of the Nordic region's 
leading engineering compa- 
nies yesterday warned that 
weakening international 
demand and intense price 
pressures would lead to flat 
or falling profits this year. 

Avesta Sheffield, the 
Anglo-Swedish stainless 
steel manufacturer, and 
Sandvik. the Swedish tool- 
maker and specialist steels 
group, said historically low 
steel prices and the financial 
crisis in Asia had held back 
their performance this year. 


Rauma. the Finnish engi- 
neering equipment company, 
said it had been bit by fall- 
ing deliveries and customer 

nervousness. 

Avesta Sheffield was the 
worst affected. The com- 
pany. majority-owned by 
British Steel, yesterday 
reported a SKrS15m ($4.5m) 
loss for the six months to 
September 30 - compared 
with a profit of SKrSlm last 
time - as sales fell from 
SKriUZbn to SKr8.46bn. 

The company earlier this 
year announced more than 
1.100 job cuts in a restructur- 


ing aimed at reversing the 
losses. But Stuart Pettifor, 
chief executive, said the 
cost-cutting would not offset 
lower volumes and contin- 
ued price pressures in the 
second half. 

“The market and the 
results show that something 
has got to happen to 
improve costs and productiv- 
ity," he said. 

Since the summer, falling 
raw material costs have 
undermined steel prices, 
although Mr Pettifor said 
there were signs of stabilisa- 
tion. 


At the operating level, 
Avesta reported a SKr251m 
half-year loss, against a 
SKr367m gain last time. 
Losses per share were 
SKT3.3Q. against SKiO.63. 

Its first-half figures were 
hit by a SKr275m drop in 
stock values and a SKr317m 
charge for mothballing its 
Baltimore melt shop. 

Sandvik reported fiat pre- 
tax profits of SKrS.ibn for 
the first nine months of the 
year, even though sales rose 
33 per cent from SKr23.4bn 
to SKr31.3bn. 

Like Avesta, it said the 


business climate had 
declined faster than expec- 
ted. particularly in Latin 
America. Asia and Africa. 

Sandvik 's most commonly 
traded B-shares fell SKrll.50 
to SKrl50 after it warned 
full-year profits would be 
lower than expected. 

In Helsinki, shares in 
Raoma fell FMI.90 to 
FM56.50 after it described 
third-quarter demand as no 
mare than moderate and 
said deliveries were falling. 

It saw third-quarter oper- 
ating profits fall 17 per cent 
from FMIGTra to FM139m 


Russia impact 
pushes SEB to 
quarterly loss 


By Tim Burt 


' SEB. the financial flagship of 
Sweden's Wallenberg busi- 
ness empire, yesterday 
announced a third -quarter 
loss of SKrl.37bn ($l76m) 
after taking heavy provi- 
sions for possible lending 
losses in Russia. 

The bank, formerly known 
as Skandinnviska Enskilda 
Banken. said it had been hit 
by stock market volatility, 
which contributed to a 
SKrGaom loss on financial 
transactions in the three 
months to September 30. 

Although third-quarter 
interest income rose from 
SKr7.36bn to SKr7.74bn year- 
on-year, improvements In 
retail banking were more 
than wiped out by loan loss 
provisions, weakening share 
prices and falling insurance 
income. 

“Financial unrest in the 
world has affected SEB nega- 
tively,*’ said Lars Thunell. 
chief executive. 

“As a result of the situa- 
tion in Russia we have made 
provisions for lending losses. 
The stock market decline 
has also had a negative 
impact on our result in sev- 
eral areas." 

Mr Thunell was speaking 
after SEB announced a 
SKrl.4bn provision for possi- 
ble loan losses in Russia, 
where its total exposure is 
estimated at about SKr2bn. 

Mr 11100611. formerly chief 
executive of Trygg-Hnnsa. 
the insurer, said the worsen- 
ing economic outlook had 
persuaded the bank to 
reduce its exposure to 
emerging markets. 

“Russia's economic situa- 
tion does not seem to be 
brightening and great uncer- 
tainty prevails as to what 
policy that country is about 
to pursue." he said. "Reces- 
sion in several economies in 
south-east Asia has not yet 
bottomed out and political 
unrest remains." 
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German bank seeks reunification spirit 

A feud at HypoVereinsbank is threatening its image, writes Tony Barber 

B y the decorous stan- 
dards of German busi- 
ness culture, few dis- 


During the first nine 
months of the year, that 
uncertainty prompted SEB 
to cut Its emerging market 
exposure by 40 per cent to 
SKr28.5bn. 

Mr Thunell - who became 
SEB chief executive follow- 
ing the bank's Skrl7bn take- 
over of Trygg-Hansa last 
year - said the figures were 
further undermined by 
reduced net interest 
earnings. 

Together, such factors 
helped reduce group profits 
by 32 per cent from 
SKr€2!5bn to SKr4.22bn in 
the nine months to Septem- 
ber 30. even though interest 
receivable rose 10 per cent to 
SKr23.6bn. 

The decline was partly off- 
set by strong commission 
income - particularly in the 
first two quarters - and one- 
off capital gains on property 
and non-core disposals, 
coupled to hedging 
operations on the securities 
portfolio. 

Mr Thunell said the bank 
was also beginning to see 
results from the integration 
of SEB and Trygg-Hansa. 
and emphasised that growth 
in operating costs was 
slowing. 

Of the main operating 
businesses, be added that 
profitability remained good 
in retail banking. But the 
results in asset manage- 
ment. life products and 
Enskilda Securities bad been 
adversely affected by falling 
stock prices. 

SEB merchant banking, 
moreover, posted a loss of 
SKrl56m compared with a f 
gain last time of SKrl.EHbn, 
mainly because of the Rus- 
sian provisions. 

Nine-month earnings per 
share fell from SKr5.78 to 
SKr4.77. 

SEB's most commonly 
traded A shares, down 
almost 40 per cent in the 
past three months, fell SKrl 
to SKr33. 


B y the decorous stan- 
dards of German busi- 
ness culture, few dis- 
putes have been so raw and 
public as that being fought 
out at the highest levels of 
Bayerische HypoVereins- 
bank, the nation's second 
largest bank. 

The quarrel, which osten- 
sibly centres on property 
deals of uncertain value in 
former co mmunis t eastern 
Germany, needs to be 
patched up soon if the image 
of the newly-merged Munich 
bank is to avoid lasting dam- 
age. executives say. 

More broadly, they say, 
failure to settle the dispute 
quickly would send a signal 
that even a simple restruct- 
uring of Germany's banking 
sector, such as the HypoVer- 
einsbank merger, can bring 
unexpected problems. 

The dispute might never 
have reacbed such propor- 
tions, had it not thrown 
together two bankers who 
had known each other for 30 
years. 

The deal they struck in 
July 1997 remains Ger- 
many’s biggest bank merger, 
having created an institution 
with 40,000 employees and 
total assets of DM8€0bn 
(S519bn). 

On one side is Albrecht 
Schmidt, the thoughtful, 
music-loving chairman of 
HypoVereinsbank, who lived 
in the eastern German city 
of Leipzig until he was 16. 
On the other is Eberhard 
Martini, an exuberant. dgar : ' 
smoking Bavarian and mem-, 
ber of the bank’s supervisory 
board- Before the merger, Mr 
Schmidt was the chief of 
Vereinsbank and Mr Martini 
ran the slightly smaller 
Hypo-Bank. 

The dispute erupted in 
public last week when Mr 
Schmidt announced that 
HypoVereinsbank was rais- 
ing its risk provisions by 
DM3.5bn to take account of 
overvaluations of property 
projects in east Berlin and 
former communist cities. 

Declaring himself “deeply 
shocked at mistakes of this 
magnitude", he pointed the 
finger of blame at former 



Mud-e&ngers In chief: Albrecht Schmidt (left) and Eberhard Martini of the newly merged bank AP 


Hypo-Bank officials and 
promised that heads would 
roIL He also said data protec- 
tion laws had prevented him 
and other former Vereins- 
bank staff from uncovering 
the alleged problems until 
September 1, when the 
merger became official 

Hearing this tale unfold, 
Mr Martini's response was, if 
anything, even more blunt 
than Mr Schmidt’s accusa- 
tion. “Complete non- 
sense . . . Schmidt has 
dragged ., my professional 
existence through the mud," 
he seethed. “Schmidt's char- 
acter is consumed with van- 
ity. A man like that cact 
run a bank." 

By last weekend, concern 
at the public mud-slinging 
was growing at the offices of 
HypoVereinsbank's most 
influential shareholders, 
Allianz. At the least, the 
giant Munich-based insurer 
wanted to calm tempers and 
reestablish contact between 
Mr Schmidt and Mr Martini. 

The chairman of HypoVer- 
einsbank's supervisory 
board, Klaus G5tte, on Mon- 
day promised to hold an 
extraordinary meeting to 
look into the disputed risk 
provisions and end the con- 


troversy once and for all. 

As former head of Hypo- 
Bank's supervisory board. 
Mr Gdtte has a clear interest 
in defending himself and his 
former Hypo colleagues 
against accusations of negli- 
gence. The view among for- 
mer Hypo-Bank officials is 
that Mr Schmidt went too 
far in levelling such serious 
charges against them with- 
out providing what impartial 
experts might have viewed 
as supporting evidence. 


N oting that Hypo-Bank 
had set aside DM1.5bn 
last year In provisions 
for the property projects, Mr 
Schmidt said both the bank's 
supervisory board and inde- 
pendent accountants had 
approved this amount. 

Former Hypo officials 
suggested it was inconceiv- 
able that neither internal 
Hypo-Bank experts nor inde- 
pendent accountants could 
have appreciated the need 
for extra provisions to the 
tune of DM3.5bn. 

Their implication was that 
there had never, in fact, 
been such a need, and that 
Mr Schmidt might have had 
other motives for making his 
announcement last week. 


That some of the property 
deals conceived by Hypo- 
Bank after German reunifi- 
cation in 1990 turned sour 
has hardly been a secret. 
One case is said to involve a 
former Berlin light bulb fac- 
tory called Narva, on whose 
derelict premises it was 
intended to build. 

But this space and others 
in eastern Germany re main 
vacant partly because, as 
one banker puts it “people 
thought that the mortgage 
market would grow and 
grow [after reunification!, 
which didn't happen". 

Whatever the scale of the 
problems, they have been 
overshadowed by the sheer 
acrimony of the dispute 
between Mr Schmidt's sup- 
porters and Mr Martini's 
camp. 

All is far from lost: in 
many ways, the Munich- 
based bank has weathered 
this year's hedge fund and 
emerging markets storms 
more successfully than its 
Frankfurt rivals. Deutsche 
Bank. Dresdner and Com- 
merzbank. Increasingly, 
however, it seems that only 
a top-level showdown will 
resolve the crisis at HypoV- 
ereinsbank. 


INSPECTION AND TESTING NEW MANAGEMENT MOVES TO REBUILD PROFITABILITY 


SGS cuts staff at Geneva HQ 


By Wiffiam HaH in Zurich 


Soctete Generate de 
Surveillance, the world’s big- 
gest inspection and testing 
company, has taken a first 
step towards rebuilding prof- 
itability. cutting staff at its 
Geneva headquarters by one- 
third. 

The decision is the first 
sign that the Swiss group's 
new management team, led 
by Tony Czura. is starting to 
attack tbe cost base at the 
120-year-old company. 

SGS shares, which have 
fallen by two-thirds this year 
following a collapse in prof- 
its, yesterday closed more 
than 7 per cent higher, rising 
SFr72 to SFrI.040. 

The company said yester- 
day it would cut 116 jobs at 
its Geneva headquarters 
through early retirement 
and redundancies. After the 
cuts. SGS will employ 250 at 
its headquarters. 


Although the cuts in 
Geneva will have little 
impact on the cost base of a 
group that employs 40,000 
worldwide, analysts were 
encouraged by yesterday’s 
move. 

Simon Marshal] -Lockyer. 
of BT Alex. Brown in Zurich, 
said it was a “step In the 
right direction” but warned 
that it would be much more 
difficult to make the same 
sort of cuts in overall staff 
numbers without damaging 
the group's core businesses, 
which were heavily inter- 
twined. 

SGS said tbe cuts were 
designed to increase the effi- 
ciency of customer service 
and restore profitability 
through a strict cost-control 
programme. A restructuring 
programme had been initi- 
ated throughout the organi- 
sation and a “cultural 
change was taking place 
focusing on customer value. 


SGS 

B share price (SFf) 
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innovation and cost con- 
sciousness". 

Last month Elisabeth 
Salma Amorim. 43. who had 
dominated the group for the 
past decade, stepped down as 
ch airman an d was replaced 
by Max Amstutz, 69, a Swiss 
industrialist. Mrs SalLna, 
whose grandfather Jacques 


SaLmanowitz ran SGS for 
nearly 50 years, had over- 
seen a substantial increase 
in staff numbers but had not 
been able to reduce the 
group’s dependence on the 
highly profitable, but vola- 
tile, government inspection 
and testing business. 

The stock market, which 
had lost confidence in SGS's 
former management and 
directors, expects the com- 
pany to announce a comp re- ! 
hensive restructuring before 
the end of the year. i 

Until then, few analysts | 
are prepared to forecast 
SGS's profits. However, 
Johannes Bonier, of Pictet & 
Cie in Geneva, estimates the 
group will report a net loss 
of SFrlOSm ($14m) in 1968, 
and make net profits of 
SFr90m in 1999 and SFrl29m 
in 2000, on sales of SFr3.7bn. 
This compares with a peak 
profit of SFY263KU on sales of 
SFiSbn. in 1996. 


Viag considering sale of Klokner 


By Ralph AiJans In Bom 


NATEXIS 

croupe 


Open for key figures, 
even when markets are closed. 


Follow the arm 


Viag. the Munich-baaed 
industrial group, is consider- 
ing selling its KJflkner & Co 
logistics subsidiary - a move 
which would mark a signifi- 
cant refocusing for the pow- 
er- to -telecomm unicat ions 
conglomerate. 

Talks are taking place 
with “several" possible buy- 
ers of KlQkner & Co, Viag 
said. Possible buyers include 
Thyssen, the Dfisseldorf- 
based industrial group, 
which said it was looking to 
expand its metal trading 
activities. 


KlOkner & Co’s core steel 
trading business generated a 
turnover of DM9.25bn 
<55. 64 bn) last year. 

News of the possible dis- 
posal comes ahead of a state- 
ment planned for next Mon- 
day by Wilhelm Simson, 
Vlag's newly appointed 
c hai rm an, outlining results 
of a strategic review by the 
group. 

Viag has already said the 
future of its logistics activi- 
ties - which accounted for 
more than 40 per cent of 
Viag's total turnover last 
year of DM49.5bn - was 
under “particular" scrutiny. 


Tbe group is also consider- 
ing plans to dispose of its 30 
per cent stake in the Swit- 
zerland-based Kuhne & 
Nagel transport and logistics 
group. If the Kuhne & Nagel 
stake were sold, the sale of 
Klbkner & Co would, in 
effect, mark an exit by Viag 
from logistics activities. 

Earlier this year Viag sold 
Us 60 per cent stake In Com- 
puter 2000. the personal com- 
puter distributor, which was 
part of tbe Klokner & Co 
division. 

Viag yesterday said a final 
decision on the future of 
Klokner & Co had not been 


taken. Like Germany's other 
industrial conglomerates, 
Viag has laced pressure from 
financial markets to stream- 
line Its operations. 

As well as electricity, 
chemicals and packaging 
interests, the group has also 
pushed into telecommunica- 
tions where it wants to build 
a sendee that can rival Deut- 
sche Telekom,. Europe’s larg- 
est telecoms group. 

Viag Interkom. a joint ven- 
ture- with British Telecom- 
munications and Telenor of 
Norway, launched its mobile 
telephone service last 
month. 
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(S27_7m), but the company 
said it would be protected 
from severe order volatility 
in the full year by its spares 
and maintenance activities. 

Shares in Avesta Sheffield 
rose by SKrfl.90 to SKT22.40 

after Mr Pettifor predicted 
more emphasis on cost cuts 
and cash generation. 

“Excluding closure costs 

and inventory losses, aur 
underlying results are u bit 
better and we have gener- 
ated cash." he added. “But 
the outlook for tbe second 
half is worse and volumes 
are down." 


Olivetti chief’s alliance 
builds 8% stake 
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Roberto Coianinno, chief executive of Olivetti, has 
assembled a new group of core investors that has accu- 
mulated the single largest stake - S per cent - in the Ital- 
ian telecommunications and information technology group, 
paying between Ll.OOObn-Li^CO&n (S6Hm-S9i6m). Oli- 
vetti last night confirmed that a new Luxembourg-based 
company called Sefl had bought an 8.02 per cent stake in 
Olivetti and intended to increase this holding to 10 per 
cent. The shareholders of the new company include Mr 
Coianinno, Chase Manhattan bank, a group of northern 
Italian businessmen, the Banca Popolare Antonveneta and 
Interbanca. a Milan merchant bank. 

Large blocks of Olivetti shares amounting to about 5 per 
cent of the company's equity capital, were traded yester- 
day - in part related to the stake-buil ding by th e new Lux- 
embourg-based company. The Italian partners in BeH have 
grouped themselves in a company catted Rngruppo. with 
a 46 per cent stake in the Luxembourg-based venture. Air. 
Coianinno. who has been the architect of Olivetti’s turn- 
round, is also chairman of Fmgruppo and owns a 15.7 per % 
cent stake. 

A central part of Mr Colaninno’s recovery strategy was 
to negotiate a strategic partnership with Mannesman). The 
German group owns a 2.3 per cent stake in Olivetti and a 
49 per cent slake in Oilman, the Olivetti subsidiary that 
controls the company's fast growing mobile and fixed-Sne 
telecoms activities. Olivetti insisted last night that Mr 
Colaninno’s joint Investment with a group of new share- 
holders for the single largest stake in the company was In 
no way hostile to Mannesmann. Paul Betts, Milan 
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ENGINEERING 


Siemens to restructure 
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Siemens wilt today unveil a wide-ranging restructuring, 
which may include deep job cuts, in an attempt to stem 
losses in the German electronics and electrical engineering 
group. Heinrich von Pierer, chief executive, win end 
months of speculation by giving details of a long-promised 
"10-point plan" to put Siemens on a firmer footing. The 
programme is likely to include the sale or separate listing 
of underperforming units and a commitment to improving 
return on capital. 

In June, Mr von Pierer publicly identified problems in 
several areas of the group's activities including semicon- 
ductors, transportation, power generation and mobile tele- 
phones, but stopped short of giving further details of 
planned remedies. More details were due to have been . . 
given next month, but Siemens appears to have brought 
forward the announcement because of growing share- 
holder unease. Investors have grown increasingly impatient 
at the lack of change, especially after Siemens' subse- 
quent difficulties in its semiconductors division. This has 
suffered from a steep drop in chip prices, which forced foe 
closure of Siemens' North Tyneside plant in the UK in July. 
Tomorrow's announcement may include further capacity 
cuts, including possibly more plant closures. 

Graham Bowtey, Frankfurt 


- to'-. ’ 


... - - 
!• j>*. 




..i- *■:«** 

'•--*** ,.;y; 

• :t Tgaifc.-jsift,. 

%4jf-.Sgte 

if 


TELECOMMUNICATIONS 


KPN cuts 4000 jobs 


KPN, the privatised Dutch telecommunications group, yes- 
terday launched a harsher than expected programme of 
cuts in order to deal with the preskires of new competi- 
tion and regulatory demands for lower call charges. About 
4,000 full-time jobs are to go, from a total of almost 
33,000, and 1 ,300 contract and agency posts wiU be 
ended. The group is to take a B 800m ($428m) pre-tax 
write-off this year - at foe top end of a range indicated in 
April - to cover redundancies. The cuts, mainly among 
administrative and lower-skilled technical staff, were likely 
to involve compulsory redundancies, KPN added. 

KPN is also to accelerate depreciation on its older hard- 
ware, resulting in an Initial FI 400m in extra costs. It said 
these would be cancelled out over the coming three to 
four years by savings from the reorganisation. 

Shares in KPN slipped F1 1.20 In Amsterdam to FI 75.50. 
The group has previously forecast an increase of only 2-4 
per cent for 1998 net profits from foe B 1 .94bn recorded 
last year. 

■ Unisource, foe lossmaking international telecoms ali- 
enee grouping KPN with Switzerland's Swisscom and Telia 
of Sweden, is to have Boenk van Marie as its new chief 
executive. Mr van Marie, 56, is chief information technol- 
ogy officer at AT&T-Unisource, a venture which is being 
unwound after the US partner In July agreed to link with 
British Telecommunications. He replaces Paul Smits, 
whose return to KPN as director in charge of the Dutch 
market was announced last month. 

Gordon Cramb, Amsterdam 
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DEFENCE ELECTRONICS 


Thomson-CSF in Indra pact 


O R B E s 


Thomson-CSF of France is set today to sign a new indus- 
trial and commercial pact with Indra, Spain's main defence 
electronics concern, to reinforce their links despite a 
planned reduction in foe French group’s shareholding In 
foe Spanish company. 

Under privatisation plans for Indra, Thomson-CSF 
agreed earlier this year to reduce Its stake of almost 25 
per cent, as the Spanish state holding company Sepi pre- 
pares to privatise its controlling 66 per cent holding. 

In a move to scale down French Influence in the priva- 
tised electronics company, two Spanish banks, Caja de 
Madrid and Banco Zaragazono. are set to buy 15 per cent 
from Thomson-CSF, leaving it with 10 per cent The 
French group, which reverted to majority private-sector 
ownership this year, bought Its stake in Indra in 1995 for 
Pta3bn ($21 .3m). The whole of Indra Is valued at about 
PtalOObn. 

The new agreement aims to ensure Thomson- CSFs 
access to Spanish contracts and give Indra worldwide out- 
tets. Indra s existing joint ventures with foe US Raytheorv- 
Hughes group - with Raytheon in air traffic control and air 
defence, and with Hughes in weapon control systems - 
are to remain intact. David Whit©, Madrid 
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FIBRE 


Lenzing on track for profit 

Lsrizlng, the Austrian fibremaker, said yesterday It was on 
t0 r. erK ^ Jl* 6 yaar b* 3 ** tor the first time since 
1395. after nine-month results turned positive despite 
k3SS “ ^ ** L y°oe« unit. The group, which is majority- 

SnC!? A *£ tr<a * ^ profit to September 

Mwas Sch223m ($i9.im), compared with a loss of 
Sch242m in the same period last year. 

iM^Si 0f i LyoceJI “ a flbre deriv ed from natural cellulose 
in woodpuip - were much tower Bran expected, resulting 

I2J C ff eS J ° f Scf } 2 ' ,4rn a fte subsidiary. The Aslan crisis . 
tea to a dramatic reduction in the important Japanese 

^ng that LyoceN would in 
foture be soto through the parent company's global net- 
_ aj 1 attempt to boost market penetration. Despite 
2/3 full-year outlook. Lenzing said market cond&fors 
ted deteriorated in foe US and Europe due to increased 
knports from Asia and a general economic stowdowri: 
Reuters, Vienna 
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COMPANIES & FINANCE: ASIA-PACIFIC 


HgW6 TOM^MAINLAND-BAeKED GROUPS TO SUPPLY PARENTS WITH CASH BY BUYING INTO THEIR SUBSIDIARIES 
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Red chips to acquire Chinese assets 
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By loirise L ucas in Hong Kong 

'Two r®d chips have moved 
A to capitalise on rallying 
■ share prices within the 
mainland-backed Bong Kong 
companies' sector. 

China Everbright, one of 
the Bong Kong-listed compa- 
nies under the acquisitive 
business arm of China's 
State Council, is to pay 
HK$7D0m (USWOm) to 
acquire a financial services 

Ssangyong 

sell-offs 

^continue 

By Jolm Burton in Seoul 


group from its mainland 
parent 

The deal is expected to be 
the first of several that see 
Hong Kong-listed subsid- 
iaries supplying their par- 
ents with cash. 

Credit availability, or the 
rising cost of funds, has 
become a bigger concern for 
mainland groups in the 
wake of the closure of 
Guangdong International 
Trust & Investment Corp 


(Gitic), which rattled bank- 
ers and prompted a series of 
down grades by the credit 
rating agencies. 

Other Itics, of which there 
are some 240. haye felt the 
brunt of the curbs on China 
lending. 

As Investment agencies, 
Itks have been one of the 
mainland’s big platforms for 
raising funds overseas, a 
role that is expected to shift 
heavily over to the red cbipc 


China Everbright said that 
in addition to acquiring 
China Everbright Financial 
in its entirety, it had also 
been granted an option to 
buy a 49 per cent stake in 
Everbright Securities Com- 
pany, a mainland entity 
engaged in securities deal- 
ing. 

Investors welcomed the 
deal, which appears to 
reignite the trend of asset 
Injections into parent com- 


panies - a trend which 
investors like because the 
rates paid are generally 
more favourable. 

China Everbright's share 
price yesterday rose 11.4 per 
cent to HK&95. 

Investors also rushed to 
embrace another red chip 
deal, the sector’s first pri- 
vate share placement in five 
months. Demand was so 
strong that China Merchants 
Holdings International 


issued additional shares, 
according to underwriters. 

The Hong Kang-listed arm 
of China’s Ministry of Com- 
munications. issued 102m 
new shares at HKS5.04 each 
to place with institutional 
investors, raising HKS5l4m. 

The price represents a 10 
per cent discount to the 
share's HKSo£0 closing price 
on Monday, when the share 
surged II per cent Trading 
was suspended yesterday. 
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Ssangyong is to sell its main 
cement and oil refilling busi- 
nesses to help it pay off debt 
The sales will be the latest 
in the break-up of what was 
South Korea's sixth largest 
conglomerate only a year 
ago. 

An ill-fated move into car 
manufacturing nearly bank- 
rupted the group last Decem- 
ber and forced it to sell its 
car, paper and securities 
units to pay off debts. 

Ssangyong said continuing 
problems with its construc- 
tion units were forcing it to 
sell its cement plants and oil 
refining operations, which 
form the core of the group. 

■ It asked creditor hanks to 
restructure Wonl,630bn 
($1.2bn) in debts owed by 
Ssangyong Engineering and 
Construction and 

Nam k wan g Engineering on 
the understanding that the 
group would raise 

Won2,9O0bn through the sale 
of the cement and oil refin- 
ing assets. 

The asset sales would 
reduce the number of Ssan- 
gyong units to seven. They 
will include trading, machin- 
ery. construction, insurance 
and communications, most 
of which have been ma rginal 
businesses for the group. 

Cho Hung Bank, Ssan- 
gyong’s main creditor, said 
it would decide within. 
10 days whether to approve 
“|the debt restructuring.- pip- 
gramme. 

Ssangyong estimates it. 
could raise at least 
Wonl,500bn from the sale of 
its cement plants. 

• Semen Clbinong, the Indo- 
nesian cement maker, yes- 
terday said it would resume 
partial interest payments on 
$91 Om in foreign debt, 
becoming the first big Indo- 
nesian debtor to respond to 
the rebound of the rupiah, 
writes Sander Thoenes In 
Jakarta. 

With the rupiah at , 
Rp8,500, against a low of 
Rpl7,000 in June, Cibinong 
said it could pay 25 per cent 
of interest due. 


Hyundai vows to 
take more radical 
steps to reform 

High gearing and a pressing need to 
finance the takeover of Kia have driven 
restructuring efforts, says John Burton 


I nvestors have not treated 
Hyundai kindly in the past 
year. Share prices for fisted 
companies of South Korea’s 
largest conglomerate, or 
chaebol, have fallen 38 per 
cent, the second worst per- 
formance among the nation’s 
top five business groups 
after Daewoo. 

The reason is not hard to 
find. Hyundai is known for 
its smokestack industries 
and the old-style autocratic 
management that belies its 
name, which means “mod- 
ern” in Korean. It has 
resisted restructuring 
despite struggling to support 
a debt burden of five rimes 
equity during Korea's worst 
recession in 45 years. 

But Hyundai may yet 
prove to be the first big chae- 
bol to streamline its sprawl- 
ing industrial empire after 
winning an auction for Kia, 
the insolvent Korean motor 
group, last month. 

Faced with the prospect of 
spending Won7,600bn 
($5.76bn) to absorb Kia, 
Hyundai has suddenly 
appeared willing to dispose 
of troubled businesses. “The 
Kia deal will be a catalyst 
for change, at Hyundai, "s^ys 
Del Ricks, - research head at 


ABN Amro in Seoul. Hyun- 
dai last week said it would 
dose 27 of its 62 subsidiaries 
and reduce its debt to two 
times equity by the end of 
1999 as it concentrates on 
profitable businesses. 

Although Hyundai has 
failed to deliver on s imilar 
restructuring plans in the 
past, analysts believe the 
group may be serious this 
time. 

One encouraging sign is 
that it dropped its opposition 
to merging some businesses 
with chaebol rivals under a 
government-sponsored 
reform plan to eliminate 
excess production capacity 
in seven industrial sectors. 

Hyundai, with its heavy 
industrial profile, was the 
chaebol most affected by the 
“big deal" programme, but 
refused to participate in sev- 
eral of the proposed mergers. 
In the wake of Kia, it agreed 
to proceed with the mergers, 
which include its semicon- 
ductor. petrochemical aero- 
space. power generation, and 
rolling stock operations. 

It has decided to accept 
foreign investment. Half of 
Hyundai Oil Refinery was 
sold last month to IPIC, the 
state-run oil company of the 



Driving changes: Hyundai b set to dose 27 out erf Its 62 subsidiaries in a move to reduce costs AP 


United Arab Emirates, for 
$500m. It is also discussing 
selling a minority stake In 
its telecommunications 
equipment business to 
Germany's Siemens and 
wants foreign car companies 
to invest in Kia. 

F inancial pressure is 
accelerating restructur- 
ing since Hyundai must 
raise Wonl^OObn by March 
to pay for its 51 per cent 
stake in Kia. Hyundai must 
also pay Kia's outstanding 
debt of Won5.400bo by the 
year 2008. 

The acquisition of Kia rep- 
resents a renewed emphasis 
on Hyundai’s core busi- 
nesses. which include 
Korea's largest car. ship- 
building. shipping and con- 
struction companies that 
were established by Chung 


Ju-yung. the group’s retired 
founder. Efforts by Mr 
Chung’s sons, who took 
management control last 
year, to expand new busi- 
nesses, including steel aero- 
space, electronics and 
finance, have been put on 
bold. 

Nonetheless, some ana- 
lysts remain sceptical about 
the extent of changes occur- 
ing at Hyundai and believe 
that more radical restructur- 
ing Is needed. 

“Slimming down the num- 
ber of businesses is a step in 
the right direction, but the 
main rharipng w is getting rid 
of excess capacity. 

“My fear is that Hyundai 
and the other chaebol won't 
do anything about that if 
they keep their privileged 
access to credit, " says Rich- 
ard Samuelson. the branch 


manager of Warburg Dillon 
Read in Seoul. One potential 
barrier to further reforms 
is that Mr Chung has divided 
up the Hyundai empire 
among several of his sons 
and nephews, who are 
unwilling to sacrifice their 
inherited corporate fiefdoms 
in the name of restructuring. 

They could even block the 
state-proposed merger 
between Hyundai Electron- 
ics's semiconductor unit and 
LG Semi con. 

Hyundai Electronics is 
managed by Chung Mong- 
hun. who was recently 
appointed co-chairman for 
the entire group. Analysts 
believe that he is unlikely to 
proceed with the merger if 
an outside arbitrator decides 
LG Semicon should have 
majority control of the new 
company. 


Credit Suisse may quit private banking in Japan 


By Jufle Hess and . . 
Gflfian Tett to Tokyo 


Credit Suisse, one of the 
world’s leading private 
banks, is considering with- 
drawing from private bank- 
ing operations in Japan and 
is reviewing its activities 
elsewhere, in Asia. 

The Swiss bank has 
already closed its Australian 
office and could soon sus- 


pend its operations in Jak- 
arta and Kuala Lmnpar, it 
said yesterday. 

• Credit Suisse insisted no 
decision had yet been taken 
on the future of the Japa- 
nese office and other Asian 
branches. However, the 
review highlights how the 
Asian downturn is denting 
the expansion plans of some 
Western banks in the region. 

The Tokyo office employs 


20 and serves several hun- 
dred clients. Its closure 
would undermine the Japa- 
nese government’s claims 
that Big Bang deregulation 
should promote a private 
banking boom in the next 
few years. 

The review has been 
partly prompted by a recent 
reorganisation of the global 
private-banking business at 
Credit Suisse’s headquarters 


in Zurich and by a move 
away from global market 
coverage towards a require- 
ment that each regional 
office be profitable. 

Credit Suisse closed its 
onshore New York office ear- 
lier this year, and in recent 
weeks the high cost of the 
Japanese offices has left offi- 
cials in the hank pushing to 
close these as well. 

The Tokyo office has not 


generated a profit since it 
opened in 199L “The yearly 
cost per customer to run an 
account is incredibly high by 
international comparison.’’ 
said Daniel Bischoff, bead of 
Credit Suisse private bank- 
ing in Tokyo. 

He said expanding private 
banking was difficult in 
Japan, as clients were not 
familiar with private bank- 
ing concepts. 


NEWS DIGEST 


PHILIPPINES 


Ayala Corporation rises in 
line with expectations 

Ayala Corporation, the blue chip Philippine conglomerate 
whose interests include banking and telecommunications, 
saw a slight growth in profits for the nine months to Sap* 
tember 30. Net profit edged up from 5.24bn pesos to 
5.29bn pesos (5131m) for foe period. 

The result was in line with market expectations, although 
analysts said toe third-quarter performance of Ayala Land, 
the property development subsidiary, were slightly disap- 
pointing. 

Bonnie Ladrido, at Paribas Asia, said Ayala Land’s net 
profit of 1.9bn pesos for the nine months came m margin- 
ally below his forecast of 2.1 bn pesos. However, he said 
toe fourth quarter, usually the company's strongest, was 
expected to show a rebound following the successful 
launch of two new property developments in October. 

Bank of the Philippine Islands, another subsidiary and 
rated as one of the country’s soundest banks, saw rime- 
month net profit rise from 3.6bn pesos 10 3.9bn pesos. 
Despite a 4 per cent contraction m Its loan portfolio to 
I04.7bn pesos, interest income rose 33 per cent, from 
6.6bn pesos to 8.7bn pesos. The bank's capital adequacy 
ratio also continued to increase, to 22 per cent, reflecting 
the bank’s conservative approach. 

Globe Telecom, Ayala's fixed-line and cellular telecoms 
operation, returned to profits after increasing its subscriber 
base. It made nine-month profits of 4.7m pesos compared 
with a loss of 793m pesos last time. 

Tony TassaQ, Manila 

SOUTH AUSTRALIA 

Electricity industry to be leased 

South Australia’s electricity generating and transmission 
business, worth about AS5.5bn (US$3- 4 bo), is now expec- 
ted to be leased rather than sold. A 25-year lease with a 
74-year renewable option of the States power assets, has 
been flagged, but nothing definitive has been agreed. 

The states' power assets are controlled by seven gov- 
ernment-owned companies. Already, 33 national and inter- 
national companies have expressed interest in buying or 
leasing the companies' assets. 

US-based GPU International, has expressed interest in 
the lucrative transmission and distribution sector. GPU 
paid AS2.5 billion in 1997 for the distribution system in the 
neighbouring state ot Victoria. A decision is expected late 
this month or early December, according to Alex Kennedy, 
of the Economic Reform and Sales Unit of the SA govern- 
ment. Steve Wyatt, Sydney 


Cathay Pacific 
seeks PAL stake 


By Louise Lucas to Hong Kong 
and Tony TasseH to Manila 


Cathay Pacific, Hong Kong's 
de facto flag carrier, has 
completed an outline pro- 
posal for taking a controlling 
stake in the troubled Philip- 
pine Airlines. 

Negotiations over the plan, 
which will be submitted 
shortly, are likely to be 
protracted as several of its 
conditions could prove to be 
obstacles to a sale. 

The problems are under- 
stood to involve restructur- 
ing PAL's $2bn debt burden 
and management control. 

Under current regulations. 
Cathay Pacific can take only 
a minority 40 per cent stake 
in the airline, but the Hong 
Kong airline is keen to 
ensure it would have man- 
agement controL 
However, Joseph Estrada. 
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• Revenue 56% np to R707-xn£Ilioii 

• A t tr i bu table income 79% up to R118-miffion 

• Headline Mining s per share 33% op to 38,5 cents 
■ Interim dxvWaJd increases by 26% to 11,2 cents 

a share 

• Outlook - satisfactory real growth in earnings 
per share for the fi nanci a l year 

Hie Forbes Group is a leading international independent 
professional services organisation, and one of the ten largest 

firms of Its kind in tec world. . 

Its activities, which an conducted directly and Indinctfy 

through its subsidiaries and associated companies, include 

risk management and risk finance 

benefits and actuarial consulting, health can administration 

and consulting, insurance, reinsurance 

insurance broking, niche underwriting and related products 

fori^and its subsidiaries have over 4 000 employees and 
pnnide risk and benefit related services and technical and 
administration capabilities to major organisations, small and 
medium-sized businesses and iiuh ridual clients. 
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the Philippine president, 
said yesterday that the Fili- 
pino-Chinese business 
tycoon Lucio Tan. PAL’s 
majority shareholder, was 
willing to cede management 
control. 

Analysts in Hong Kong 
said Cathay Pacific was in a 
strong position to negotiate 
debt restructuring with PAL 
creditors. It would also be 
able to take advantage of 
synergies and may introduce 
another equity holder to 
share the costs. 

However, others were con- 
cerned by the challenge 
Cathay Pacific would face 
turning round PAL. which 
lost more than KOSbn pesos 
(S200m) in its year to March. 

Some Cathay Pacific exec- 
utives are also concerned 
about union activity at PAL. 
and possible racial tensions 
from putting in Chinese 
management 
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COMPANIES & FINANCE: UK 


OIL RISE IN VOLUMES FAILS TO OFFSET FALL IN CRUDE PRICES 


Third-quarter decline at BP 


By Robert Corzh* 


British Petroleum, due to 
take over Amoco of the US 
by the end of the year, yes- 
terday reported a 35 per cent 
fall in third-quarter profits, 
before exceptional items, to 
£416m (5703m) as its three 
main operating divisions 
came under pressure from 
low oil prices and growing 
economic uncertainty. 

Operating profits from 
exploration and production, 
traditionally the main 
source of BP revenues, tum- 
bled to £339m f£675m). A 12 
per cent rise in oil volumes 
failed to offset a $8 a barrel 
fall in crude prices, while 
natural gas sales in the UK 


were substantially lower. 

But the results were firmly 
in line with expectations, at 
a time when companies 
across the oil sector have 
beep hard hit. BP shares 
closed up 10'zp at 905'.ip 
after rising as high as 932p 
as analysts said BP was out- 
performing many of its 
peers. 

Sir John Browne. BP chief 
executive and chief execu- 
tive-designate of BP Amoco, 
said he Intended to set 
detailed long-term financial 
performance targets for the 
merged group by next July 
in a bid to secure premium 
ratings for its shares. He 
said the merger, billed as the 
world's biggest industrial 


one. was on tTack far com- 
pletion by the year-end. 

Rodney Chase. BP's dep- 
uty chief executive, said 
Amcco managers had gener- 
ally accepted the fact that 
the new group would be run 

along BP lines. 

Mr Browne said BP would 
continue to review its 
upstream portfolio and focus 
even more on the “very low 
cost and high output fields” 
that are mare resilient to 
low prices. 

In the three months to 
September 30, operating 
profits from refining and 
marketing, which usually 
benefits from low crude 
prices, were up only 3 per 
cent to £272m, because mar- 


gins outside of Europe "were 
significantly lower.” 

Chemi cals output rose 10 
per cent but profits fell to 
£66m f£141m). The perfor- 
mance of the chemicals divi- 
sion was hit by £50m charges 

related to maintenance shut- 
downs and legal settlements. 

Net debt fell to S7.2bn. 
with gearing at 22 per cent, 
below BP's target range of 
25-30 per cent. 

Mr Browne said volume 
growth and increased pro- 
ductivity so far this year 
“have delivered S250m 
towards our target of S2bn of 
net Income improvement by 
2002 .” 
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Augean Water 

„ 6 mite to Sept 30 

413.9 

1425.1 ) 

112.84 

(141.7 ) 

42.3 

(3214 ) 

122 

Apr 6 

IIS 

- 

39 

BP 

9 mths to Sept 30* 

26.589 

(35.468) 2.131V 

(2351* ) 

25.6 

(33.1 ) 

6ft 

Feb 1 

55 

- 

22 

Charles Stanley — 

_ 6 mths to Sept 30 

20.3 

110.6 > 

3.58 

(1.69 ) 

24.43 

(11.04 ] 

125 

Nov 27 

1 

- 

5 

ILP* 

- 6 mths to June 30 

8.8 

(6.67) 

0.753L* 

(031 4L) 

3.9GL 

(1.061 ) 

111 

- 

nil 

- 

nl 

Maries and Spencer 

_ 6 mths to Sept 26 

3.809 

13.742 > 

284.2* 

1452.3 ) 

6.3 

(11.3 I 

3.7 

Jan 15 

3.6 

- 

14.3 

MY 

Yrta Aug 29 

102.9 

(92.2 ) 

14.7 

(14.3V ) 

8 

(7.73 ) 

2 

Feb 1 

1.9 

2.85 

2.7 


Yr to July 31 

>16.8 

[95.4 1 

14 

(10.1 ) 

16.4f 

(13.65 ) 

3.52 

Dec 14 

32 

4,73 

43 

Select Appoint™^ _ 

_ 9 mths tu Sept 30 

603.7 

(378.4 ) 

37.4 

(23.2 | 

21.7 

(16.8 ) 

- 

- 

- 

- 

3S 

Shanks & McEwao . 

— G mlhs to Sept 26 

123.S 

(88.3 ) 

18 

(12.7 ) 

5.7t 

(4.3 ] 

1.6 

Jan 6 

1.4 

- 

42 

Soft) State $ 

_ 6 mlhs to Sept 30 

2.95 

(2.43 ) 

0.132 

(0.101 ) 

1.6 

P2) 

0.5 

Jan 8 

1 

- 

1 

Thames Water 

- 6 rmte tn Sept 30 

653 JS 

(698.1 1 2142V 

1202 ) 

53 

<16LJ ) 

14 

Apr 6 

1Z5 

- 

38.4 

Trinity Can cj> — 

_ fi mths to Sept 30 

8.57 

(6.27 ) 

0.42 

(0288 ) 

4.9t 

(2.7 > 

1.7 

Jan 12 

1.6 

- 

5.3 

Xavier Computer <J) 

- 6 mths to Sept 30 

9.06 

(7.61 ) 

0.723 

(0.501 ) 

0.58t 

(0.62 ) 

- 

- 


- 
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Matthew Clark 
agrees $360m 
US takeover 


By Charles PretzSk 


Matthew Clark, the cider 
maker hit by the rise of 
"alcopops" and sales of bat- 
tled lagers, has agreed a 
£215m (S360m) takeover by 
Canandaigua Brands, a US 
drinks producer and distrib- 
utor. 

The move marks the 
beginning of an expansion 

drive into Europe by Canan- 
daigua. which is based in 
Fairport. New York State. It 
is offering 243p a share in 
cash for Matthew Clark, 
which owns Blackthorn 
dder. 

The UK group’s shares 
rose 48p - or 25 per cent - to 
239Vip. Shares of rival cider 
maker HP Bulmer rase 2 J ip 
to 342 , /ip. 

Canandaigua, which bas 
made five other big acquisi- 
tions in the 1990s, said it was 
keen to expand in Europe. 
"Our most immediate focus 
will most likely be in tbe dis- 
tilled spirits arena.” tbe com- 
pany said. "We are always in 
talks with people.” 

It also said it hoped to sell 
more Matthew Clark prod- 
ucts in the US and was anx- 


ious to c hann el more Ameri- 
can wines through M a t t h ew 
Clark's UK distribution sys- 
tem. 

Analysts believe the take- 
over will be welcomed by 
shareholders, who include 
Phillips & Drew with 2&9 per 
cent. They have seen the 
value of the shares fall from 
SOlp just two years ago fol- 
lowing a series of profits 
warnings. The shares bit a 
low- of lisp this 
month. 

Nigel Pop ham. analyst at 
Teather & Greenwood, said: 
"It's a very generous price in 
relation to where the com- 
pany has been In the last 
year. City investors had 
completely lost confidence.” 

The offer represents an 81 
per cent pre mium to the 
share price immediately 
before Matthew Clark said it 
was in takeover talks two 
weeks ago. The bid values 
the group, founded more 
than 250 years ago. at 8 Vi 
times last year's earnings of 
28.6p per share. 

Canandaigua was advised 
by Schraders and Matthew 
Clark was advised by War- 
burg Difion Read. 
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COMMENT 


UK banks 


What is one to make of Gor- 
don Brown's review of the 
banks? Perhaps it is no more 
than a polite request from 
the chancellor that they not 
be nasty to their small busi- 
ness clients with a downturn 
looming- But a repeat or 1992. 
when a recession saw over- 
geared small businesses in 
trouble with the banks, is 
unlikely. Now much of the 
finance is long-term, and 
hence more secure. But per- 
haps the review portends a 
more far-reaching inquiry 
into bank profitability. After 
all. UK banks' return on 
equity has far outstripped 


Rdal banks 
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that of US and European banks. Are they efficient, or just 
ripping off the customer? It is a reasonable question. But 
banks will probably not be too scared. For one. returns will 
fall as the cycle turn down, revealing the strong cyclical 
element at play. Second, they can cite the big upsurge in 
competition fron non-banks in retail financial services. As 
for small business banking, the dominant figures are 
National Westminster and Barclay's, if anything the laggards 
or the UK banking sector. 

One may also wonder at the review's terms of reference. 
Ginger up competition? Fine. But lectures on innovation 
from government? Sounds like the first cousin of "picking 
winners”. 


UK economy 

So there will not be a recession after all. At least so says the 
chancellor. Next year’s growth forecast has been cut to 1-1’ s 
per cent. But that is still not shrinkage. Moreover, growth is 
expected to pick up smartly after that. The result is that. 
taking the next three years as a whole, growth forecast to 
be in line with the long-term trend of 2 'i per rent. 

The forecast raises two questions. Is it excessively optimis- 
tic? And is Gordon Brown taking risks with the public 
finances? The ans wer to both questions is probably no. 
Certainly there is no need for a recession - the economy has 
not binged to such an extent that a period of cold turkey is 
now required. That is no guarantee: the UK could still be 
blown off course by unpredictable events. But. oven if it is, 
the public finances look robust. True, the current budget 
would not then be balanced in every year. But Mr Brawn's 
regime only promises balance over the cycle. Moreover, the 
idea that fiscal policy ought to be tightened in the event of a 
recession is pretty bizarre economics. 


M&S to review 


strategy after 
23% downturn 


By Peggy Hoffinger 


Sir Richard Greenbury, 
chairman .of Marks and 
Spencer, yesterday described 
"a bloodbath" in the clothing 
sector as the UK's biggest 
fashion retailer announced 
Its first profits decline in six 
years. 

M&S shares tumbled 10 
per cent following news of a 
23 per cent drop in interim 
pre-tax profits to £348m 
(S557m), before exceptional, 
on sales IB per cent ahead to 
£3J3bn. 

The group also warned 
that it would not meet sales 
targets for the rest of the 
year and said it did not 
expect the declining profits 
trend to reverse in the sec- 
ond six months. 

Analysts cut profit expec- 
tations as a result from 
about £lbn this year to as 
low as £825 m, against last 
year's £lBbn. 

“This is a major wobble,” 
said one analyst. "M&S has 
done worse than its competi- 
tion and it has been far too 
slow to respond to the mar- 
ket conditions.” 

Some speculated that pres- 
sure would increase on Sir 
Richard to separate his roles 
as chairman and chief execu- 
tive. “The company needs a 
root and branch restructur- 
ing.” said one. "Instead of 
pushing decision making up 


it needs to push it down, it 
has been too risk averse." 

Sir Richard said the com- 
pany'* structure and strat- 
egy was being reviewed and 
a report would be made in 
due course. In the meantime, 
he had agreed to remain 
until the age of 65 - almost 
three years away. 

Sir Richard said interim 
profits had been hit by an 
unexpectedly sharp down- 
turn in clothing sales in Sep- 
tember and October, which 
had affected all retailers. 
“We are all in shock at the 
moment It is a bloodbath in 
clothing. National sales have 
been in the red for five of the 
last seven weeks," he said. 

Nevertheless, he admitted 
that the group had lost mar- 
ket share in the autumn as a 
result of early discounting 
by competitors. 

Sir Richard said M&S was 
re-examining its pricing and 
sourcing in the UK. It was 
also cutting about £300m 
from its longer-term expan- 
sion plans, mainly in the 
UK UK retail operating prof- 
its fell 24 per cent to 
£271 .6m. Overseas the effects 
of a strong pounds and the 
financial crisis in east Asia 
left the group with an oper- 
ating loss of £5Bm against 
profits of £22m. Turnover fell 
4 per cent to £577.4m. 
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Toyota contract 
win for Bovis 


By Jonathan Guttiria bi London 
and David Owen in Paris 


Bovis Construction, the 
UK-based business which 
P&O, the transport and prop- 
erty group, is considering 
selling, has won a high-pro- 
file contract to build the first 
Toyota car plant in continen- 
tal Europe. 

The order, estimated to be 
worth FFrlbn ($i80m) Is 
expected to make Bovis 
more attractive to potential 
bidders. 

The greenfield plant at 
Valenciennes, near the Bel- 
gian border, will cost a total 
FFrtbu when fitted out It 
has been heralded by French 
officials as an important 
symbol of internati onal con- 
fidence in the country. 

Toyota executives have 
indicated the company 
received as many as 78 site 
proposals from more than 20 
countries. Its decision to 
plump for the British group 
is a blow to Bouygues, ’ the 
construction, TV and tele- 
coms company, which was 
among the contendere, as 
part of an all-French group- 
ing, Japanese construction 


companies Takenaka and 
Obayashi also lost out. 

A long track record in 
France, where other foreign 
firms have struggled to gain 
a foothold, is thought to 
have helped Bovis. In 1992 it 
completed the £1.3bn project 
to build Disneyland Paris. 

Sir Frank Lam pi, chair- 
man of Bovis, said: “This is 
an endorsement of our pol- 
icy of pursuing international 
business. We have been 
working in France for 20 
years and in Japan far 10. 1 * 

Work on the new plant, 
which will have 140,000 sq m 
of floor space. Is expected to 
start in January. Bovis is 
scheduled to complete the 
plant by spring 2000. Produc- 
tion of Toyota's small car. 
the Yaris. currently 
imported into Europe from 
Japan, Is expected to begin 
in 2001, Bovis will be con- 
struction manager and 
subcontract the building 
work. 

WS Atkins, the consulting 
engineers, and Hochtief, the 
German builder, have been 
named as potential bidders 
for Bovis, though both have 
denied the speculation.- 
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Earnings overshadow rate cuts 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


By Hi«p Gossan, 
Markets EOtor 
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Interest rate cuts in three 
European countries foiled to 
give much momentum to the 
stock market rally yesterday 
as bad news about corporate 
earnings continued to dog 
some individual stocks. 

The Bank of Spain and 
Bank of Portugal both cut 
their repo rates by 25 basis 
points (a quarter of a per- 
centage point) as part of the 
convergence process for the 
new single currency. And 
Sweden, which is not part of 
the euro process, also cut by 

FTSE Ebtoc 100 

y Irate* 

1200 ■'. 


25 basis points on signs that 
inflation would fell below its 
3 per cent target. 

But the rate cuts, while 
positive for bonds, gave equi- 
ties only a modest lift, and 
the Frankfuit market actu- 
ally finished down on the 
day. despite lingering hopes 
that the Bundesbank will cut 
rates later this week. 

The German market was 
afi ected by a profit warning 
from SGL Carbon, the car- 
bon and graphite manufac- 
turer. and by a statement 
from the Deutsche Telekom 
chief executive that a price 
war would make it hunter - to 
produce “results that oar 
shareholders expect”. 

- Bond yMd curve 
• Par cent (Nwerteer 3 T39SJ 

: — : ^_=6X) 


The broadly-based indices 
were flat, with no guidance 
from Tokyo which was 
clos ed, or from Wall Street. 
'Hie FTSE Eurotop 100 rnrimr 
rose L12 to 2,4881 while the 
broader Euro top 300 fen 2*89 
to 1460.39. The FTSE Ebloc 

100 inriear, comp rising Stocks 

in the core euro countries, 
fell 0.62 to 897.75. 

The worst perfo rming sec- 
tor was healthcare, down 44 
per cent, where the volatile 
Nycomed Amersham fell Ecu 
04 to Ecu 54L . . 

Alcoholic beverages, the 
best performing European 
sector in October, dropped 3 
per cent on reports of 
profit-taking, with Diageo 


Off Ecu 04 at Ecu 9.13. 

Despite the Deutsche Tele- 
kom statement, which sent 
the shares down Ecu 0.4 to 
Ecu 23.17, the sector was 
slightly up on the day. 
thanks to strong perfor- 
mances from the UK groups 
BT and Vodafone. 

Meanwhile. Salomon 
Smith Barney estimates that 
European equity mutual 
funds suffered a small out- 
flow of 3500m in September. 

The bank sgid that the pat- 
tern was very uneven, with 
Italy suffering the largest 
outflow but France and 
Spain seeing inflows to both 
domestic and foreign equity 
funds. 
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THE ST. LAWRENCE 
& OTTAWA RAILWAY 
COMPANY 
Copies of the 
Balance Sheet of the 
above Comp any as at 
December 31, 1997 
are available and may 
be obtained at 62-65 
Trafalgar Square, 
London WC2N5DY, 
during normal busi- 
hours. 


B.J. Hayden 
Secretary 
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BRUCE RAILWAY 
COMPANY 
Copies of the 
Balance Sheet of the 
above Company as at 
December 31 , 1 997 
are available and may 
be obtained at 62-65 
Trafalgar Square, 
London WC2N5EJY, 
during normal busi- 
ness hours. 

B. J. Hayden 
Se cre t ar y 
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Gilts surge on cancelled auction 


GOVERNMENT BONDS 


By Jeremy frant in London 
and John La bate in New York 


Prices rebounded yesterday 
after Monday's poor perfor- 
mance, spurred on by 
weaker equities and interest 
rate cuts across Europe. 

In the UK, gilts surged 
after markets sensed the 
supply outlook was likely to 
be positive for prices after 
the debt management office 
cancelled a gilt auction 
planned for March 1999. 

Gordon Brown, chancellor 
of the exchequer, in a pre- 
Budge t report to parliament, 
forecast next year’s current 
account budget surplus at 


£lbn, rising to £3bn in 
2000-01 and £8bn in 2001-02. 

“The underlying public 
finances are pretty good so 
he [Mr Brown] can probably 
afford to lose a gilt auction,'' 

said Julian Jessup. Nikko’s 
chief European economist. 

Speculation that core 
European countries might be 
on the verge of reducing 
interest rates increased after 
Spain, Portugal and Sweden 
cut key rates. 

“They're cutting a bit 
quicker than expected and 
their rates have largely con- 
verged so the next move 
may be for everyone to cut 
too, including Germany and 
France,” said James Mitchell 
at Nomura. 


The US bond market, how- 
ever, had a relatively quiet 
day, with investors focused 

on mid-term congressional 

elections and the start of a 
$38bn refunding programme. 

US Treasuries gained 
ground after the European 
rate cuts. By early afternoon 
the benchmark 30-year bond 
was up ft to 104%, sending 

the yield down to 5.209 per 
cent. The 10-year note bad 
gained % to 106g, yielding 
4.732 per cent and the two- 
year note was £ higher at 
9914, yielding -L265 per cent 
A morning report showed 
that US leading economic 
indicators for September 
were unchanged for a second 
month. 
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There were also some 
reports of central bank buy- 
ing of Treasuries. 

“It's more of a supply 
story today," said Terrence 
Pigott, head of government 
trading at Daiwa Securities 
America. “We've had a little 
bounce back but not much of 
one. It's really pretty quiet." 

In UK gilts, the December 
10-year gilt future settled up 
7 basis points at 115.01 in 
volume of 45,000 contracts 
traded. 

Analysts said that 
although the cancellation of 
the gilt auction was appro- 
priate given the current 
snapshot of public finances, 
there was some scepticism 
as to whether Mr Brown's 


forecasts for public finances 
would bold. 

“We get a dilemma for the 
chancellor because if [eco- 
nomic] growth is slower hell 
have to face a decision on 

whether to maintain spend- 
ing pledges but raise taxes 
or expand borrowing more 
aggressively.” said Rob Ray- 
ward, at Bank of America. 
Greater borrowing implies 
increased supply in the gilt 
market, which tends to 
depress prices. 

German bunds ended 
higher with the benchmark 
December 10-year bund 
future 69 basis points higher 
at 112.53 in late trading. 
Prices were partly buoyed by 
weak shares. 


CME launches bankruptcy 
index credit derivative 
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Further revival 
for corporates 


New international bond issues 
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INTERNATIONAL BONDS 

By Kftozem Merchant 


Household Finance Corp, 
one of the largest consumer 
finance companies in the US, 
yesterday Issued a DMlbn 
bond, the latest of several 
recent large-scale issues sig- 
nalling a revival in the Euro- 
pean corporate bond market. 

The seven-year issue was 
priced to yield 130 basis 
paints over the German 
benchmark and tightened 
almost two basis points In 
the secondary markets. 

Bankers said 90 per cent of 
the offering was taken up by 
European investors in a 
clear indication of the return 
of liquidity in the euro- 
markets. “Investors really 
wanted an issue that gives 
them a step towards the 
euro and that is why this 
offering attracted a pan-Eu- 
ropean response, said Xavier 
Werner at ABN Amro, the 
co-lead arranger with Deut- 
sche Bank. 


Argentina, which last 
month became the first 
emerging market borrower 
to tap the global capital mar- 
kets since the Russian crisis, 
with the exception of Leba- 
non. returned to the market 
with a $300m add-on to a 
Slbn bond issued in 1996. 

Yesterday's bond, 
arranged by Chase Securi- 
ties, was priced wider than 
the 1996 issue to yield 673 
basis points over US Trea- 
suries and attracted institu- 
tional investors from the US 
and Europe. Last week 
Argentina issued a DMSOOm 
10-year bond. 

Most of yesterday's offer- 
ings were rated between sin- 
gle A and double A, typical 
of the pattern this week. 

AMP, Australia ’s largest 
life assurer, issued a 12-year 
£i60m bond, its first in ster- 
ling. It was priced to yield 
130 basis paints over the .gilt , 
benchmark and was led by 
Warburg Dillon Read. 

Irish Permanent Treasury 
brought a £I00m three-year 
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floating- rate note, its first 
sterling issue in a year. It 
was priced to yield 14 basis 
points aver Libor and was 
arranged by Barclays: Capi- 
tal. Investors Included UK 


and Irish banks as well as 
buyers from continental 
Europe. 

General Electric Capital 
Corp, the financing arm of 
General Electric, issued a 


$l00m note maturing in five 
years, following this week's 
$400m issue. The latest deal, 
arranged by Warburg, was 
priced to yield 62 basis 
points over US Treasuries. 


Volumes on Europe’s main 
derivatives exchanges fell 
sharply in October compared 
with the previous month. 

Analysts attributed this to 
a drying up of speculative 
activity on European curren- 
cies before the launch af the 
euro and the popularity of 
Frankfurt's bund future as a 
safe haven. 

Matif, the French 
exchange, reported a 32 per 
cent fall in trading volume, 
which it blamed on growing 
caution among traders and 
problems at hedge funds. 

Hedge funds have dramat- 
ically scaled back their par- 
ticipation in derivatives 
after recent difficulties. 

Matif is fighting what 
many see as a losing battle 
to win market share in euro- 
denominated futures con- j 
tracts but Enrex, the { 
German-Swiss exchange. Is 
attracting increasing volume I 
in its bund products as they | 
are seen as likely to be the 
benchmark contracts after 
the launch of the euro. 

The London International 
Financial Futures and 
Options Exchange said Octo- 
ber's volumes had dropped 
10 per cent month-on month 
and 39 per cent year-on-year. 

Brian Williamson, chair- 
man, warned: “We are seeing 
less activity in the underly- 
ing cash markets and are 
entering a difficult and 
tough environment, mainl y 
Influenced by reduced vola- 
tility differentials in Euro- 
pean markets as a result of 
economic convergence." 

• Matif plans to switch 
interest rate options trading 
to its electronic screen-based 
system next week, marking 
the final stage in its aban- 
donment of pit-based trad- 
ing. It launched its main 
electronic platform in April. 


The Chicago Mercantile Exchange, one of the two big US 
futures exchanges, yesterday launched its new bmfmjptay 
index contract, the first exchange-traded credit derwative. 
Scott Gordon, CME chairman, said the organisation hoped 
It would be “the first of many credit derivatives" at the 
exchange. The contract Is targeted at playere m me con- 
sumer credit markets - from credit card companies to 
holders of car loans and big department store groups - 
and works on the principle that there is a strong correta- 
tion between credit charge-off rates and the level of bank- 
ruptcy filings. .. H 

The CME said yesterday it hoped liquidity on the “sefl- 
ers’ H side would be provided by a mixture of insurance 
companies, reinsurance and investment groups, foreign 
banks, and speculators. The futures, outlined in April, are 
based on a CME quarterly bankruptcy index. In turn 
devised from bankruptcy court data collated by First Data 
Corp. They are sized at Si, 000 times the new index, wfih a 
tick size of 0.025, which would be equivalent to 25 bank- 
ruptcy filings and valued at $25. The contracts will trade 
by open outcry in the morning and early afternoon, and 
then electronically after hours. Nikki Tait, Chicago 
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FINANCIAL STRENGTH RATINGS 

Saudi banks’ outlooks revised 






Moody’s Investors Service has revised the financial 
strength rating outlook of three Saudi banks. Saudi Ameri- 
can Bank’s stable outlook of C plus was changed to nega- 
tive, while the D plus positive outlooks of National Com- 
mercial Bank and Saudi Holland! Bank changed to stable. 

Moody's had recently warned of possible downgrades of 
Gulf banks' financial strengths. The agency said yesterday 
the changes reflected the economic slowdown in Saudi 
Arabia because of persistently low oil prices and the 
expectation that they would remain subdued. 

Roula Khalaf 
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SYNDICATED LOANS 
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Close Brothers must pay more 


Close Brothers Group, the second largest quoted UK 
Investment bank after Schraders, has had to pay more this 
year to finance its loan portfolio, thanks to market condi- 
tions. Unlike some other banks, Close Brothers does not 
rely on deposits, but borrows long to lend short. The five- 
year El 00m multi-currency revolving credit facility 
launched on Monday pays 27.5 basis points over Libor, up 
from 22.5 points for a Cl 30m facility in October 1997. Den 
Danske Bank is arranging the latest facility, replacing Bar- 
clays Capital, which arranged last year’s deal. Clay Harris 
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BOND FUTURES AND OPTIONS 

France 


INTERNATIONAL BONDS 
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CURRENCIES & MONEY 


Spanish central bank jumps the gun 


By Alan Beattie 


*) 


Unexpectedly early cuts In 
Spanish and Portuguese 
interest 1 rates yesterday 
encouraged fingering suspi- 
cions that Germany and 
Prance m i g ht loosen, policy 
later this week. 

The peseta was little 
changed against the D-Mark 
at the end of London trading 
at Pta 84 . 99 , though the 
escudo softened somewhat 
The D-Mark itself fell 
against the dollar, fininhV g- 
nearly a pfennig lower at 
DM 1 . 659 . 

The cuts enlivened an oth- 
erwise quiet day on the cur- 
rency markets, in which a 
Japanese public holiday took 
even more volume out of a 
thin market 

The dollar finished in Lon- 
don marginally higher 
ft g ain st the yen, closing at 
Y 115.3 compared with Y 1145 
on Monday. And sterling 
largely ignored the Chancel- 


lor's pre-budget report, clos- 
ing down over a cent against 
■the dollar at Si .657 on fears 
about a weakening domestic 
economy. 

® The Spanish central 
bank’s move, followed some 
hours later by Portugal, rea- 
wakened some suspicion 
that early interest rate con- 
vergence in the euro bloc 
will allow the Europ ean Cen- 
tral Bank (ECB) to cut rates 
before the end of 1998 . 

“My reading is that there 
is something on a bigger 
scale behind this," said Hen- 
rik Lamholdt at the Bank of 
America in Madrid. “It is dif- 
ficult for the core European 
countries to move very 
much before convergence is 
complete and Spain is help- 
ing to make that possible. 
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The speed with which this is 
happening is trfWng us some- 
thing,” he added. 

But other analysts pointed 
to the chawgR in the Rank of 
Spain's method of rate-set- . 
ting as the primary reason 
for the move. 

“True, the cut was 2-3 
weeks before everyone 
expected," said Jose Luis 
Alzola, economist at Salo- 
mon Smith Barney-Citibank 
in London. “But that may 
have been because the Bank 
of Spain had just introduced 
a repo auction system and 
thought it might as well 
make both changes at once.". 

The ECB’s council met 
yesterday amid political 
pressure for a looser mone- 
tary policy, and some confu- 
sion over who is minding the 
interest rate shop in Europe 
for the rest of the year. 

The ECB has no formal 
power to change interest 
rates until the new year, but 
some Bundesbank officials 
have deflected debate over 
German rates by. arguing 
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that any move before then 
would be an ECB decision. 

■ A less surprising interest 
cut In Sweden yesterday saw 
the repo rate lowered by 25 
basis points to 3^5 per cent. 

After an initial wobble 
against the D-Mark, the 
krona was broadly unmoved 
by the news, the markets 
having expected the move. 
The currency closed in Lon- 


don at SKm .709 against the 
D-Mark, little changed from 
SKr 4.703 on Monday. 

■ The Indonesian rupiah 
weakened yesterday after 
fears that failure to make 
progress on democratic 
reforms conld threaten the 
country’s fragile social and 
political stability. 

The rupiah fen against the 
dollar, finishing London 
trading at Rp 8525 . 00 , com- 
pared with a rate of 
Rp 7950 .Q 0 on Monday. The 
fall came on a day when 
most other Asian currencies 
remained little moved. 

The Indonesian consulta- 
tive assembly (MFR) is due 
to meet next week to push 

■ OTHER CURRENCIES 

tor 3 £ t 
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Bursa 25252 * • SEL 5135 156500 - 156990 
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through electoral reforms 
and set a date for parliamen- 
tary elections next year. Vio- 
lent piddle unrest has often 
accompanied meetings of the 
MFR in the past, and failure 
to move forward on the dem- 
ocratic front may threaten 
foture social stability, weak- 
ening the rupiah. 

■ The Moldovan currency 
exchange again cancelled 
the official currency auction 
yesterday as speculative 
attacks drove the Moldovan 
leu outside the permitted 10 
per cent daily movement 
against the dollar. 

Mass buying of dollars by 
private individuals as well 
as b an ks an *t companies led 
to the central bank refusing 
to intervene to prop up the 
battered leu. 

The currency was then 
traded on the int e r bank mar- 
ket without the presence of 
the central bank at values of 
up to 30 per cent less than 
the last pasted official rate of 
6.4 leu to the dollar. 
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COMMODITIES & AGRICULTURE 


Russia welcomes diamond deal with De Beers 


More cuts 
seen in 


By Ariutly Ostrovsky In Moscow 


The cash-strapped Russian 
government yesterday wel- 
comed a marketing agree- 
ment signed between 
Almazy Rossii-Sakha 
(Alrosa), the country's larg- 
est rough, or uncut, diamond 

producer, and De Beers of 

South Africa. 


The deal, worth $som to 
SlOOm a month depending on 
marketing conditions, 
extends for three years an 
agreement with De Beers to 
market Russian diamonds. 

It is particularly important 
for the Russian government, 
which owus 32 per cent of 
Alrosa and which is running 
a huge budget deficit. 


Russian diamonds make 
up about a quarter of total 
sales by De Beers' London- 
based Central Selling Organ- 
isation. which, in turn, 
accounts Tor more than 
$0 per cent of world trade 
in rough diamonds. 

Yevgeny Primakov, the 

Russian prime minister who 
met De Beers in Moscow. 


said Russia was interested in 
long-term co-operation with 
the South African cartel. 

“We are working on a very 
important territory for us 
and considering your posi- 
tion in this field, we are 
interested in our further 
cooperation." he said. 

Under the deal, Alrosa 
agreed to sell at least S550m 


of diamonds a year - half its 
output - through De Beers. 
It can also sell 5 per cent of 
its diamonds on the interna- 
tional market independently. 
The two sides will set up a 
watchdog to monitor the 
Implementation of the agree- 
ment and prevent "leakages" 
of diamonds from Russia 
through unofficial channels. 


The agreement follows dis- 
agreements that peaked in 
January 1997 when De Beers 
stopped formal arrange- 
ments with Russia after 40 
years. Viacheslav Shtyrov. 
president of Alrosa, which 
produces 98 per cent of Rus- 
sian rough diamonds, said It 
was this year's most impor- 
tant event for diamonds. 


Demand for diamonds has 
been badly hit by the Asian 
financial crisis this year and 
Micky Oppenheimcr, chair- 
man of De Beers, said: “In 
the present conditions of 
destabilisation of the world 
diamond market, only joint 
efforts by large diamond 
producers can settle the 
situation." 
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MARKETS REPORT 


By Kenneth Gooding 
and Paul Sofcnan 


OBITUARY: BOB SMITH 


A miners’ miner 
at Barrick Gold 


BHP makes a pipe 
dream come true 


Bob Smith, '•ice-chairman of 
Barrick Gold, who died last 
week aged 66. was one of the 
main figures in the revival 
of North America's gold min- 
ing industry in the 1980s. 

In 1964 he formed what 
seemed an unlikely partner- 
ship with Peter Munk. who 
had rounded what was then 
called American Barrick the 
previous year. The two men 
could not have been more 
different in personality. 

Hungarian-born Munk is 
flamboyant. Smith was mod- 
est. self-effacing, even taci- 
turn, and a “miners' miner" 
who once said: “I'm an oper- 
ator. T love getting out to the 
mines, talking to miners. 
They are the heart and soul 
of this company." 

Within 10 years the two 
men had turned Barrick into 
the biggest gold producer 
outside South Africa. 

Smith brought to this com- 
bination his mining exper- 
tise and an ability to get the 
best out of his people, who 
had a great affection and 
admiration for him. Munk 
contributed entrepreneurial 
drive and financial skills. 

Barrick produced more 
than 3m ounces of gold last 
year and the hedging that 
Miuffibiade a cornerstone' of 
the business enabled it to 
collect $420 an ounce, $88 
above the average spot price. 

In 1986 Barrick acquired 
the Goldstrike property on 
the Carlin Trend in Nevada. 
The Carlin became the big- 


gest gold region outside 
South Africa. Barrick paid 
$%hx) for about 10 per cent of 
the Trend, or 7.000 acres. 

The two mines on Gold- 
strike last year produced 
more than 2.1ro ounces of 
gold and have nearly 30m 
ounces in reserves. 

Extracting the Goldstrike 
gold was not easy, however. 
The precious metal is locked 
up in sulphide ore and is dif- 
ficult to release. In addition, 
most of the ore is below the 1 
water table and the most ! 
extensive dewatering system , 
in the US had to be installed. 

Smith always insisted that I 
what was achieved came j 
from team work, but without 
his persistence, patience and 
leadership Barrick would not 
have got the most out of the 
property's potential. 

Smith was the son of an 
accountant and grew up in 
Haileybury on the north 
shore of Lake Temiskaming 
in the heart of Ontario's sil- 
ver mining country. 

He graduated in mining 
engineering from the Univer- 
sity of Toronto and by 1979 
was president of a small 
company called Camflo. In 
1984 Munk took over Camflo. 

One Camflo executive 
advised Munk to fire the 
"difficult" Smith, but instead 
he appointed him president 
and chief operating officer, a 
role he retained until 1996. 

He is survived by his wife, 
Jane Ann, and daughter, 
Janet 


Canada’s Ekati diamond mine is a triumph 
of co-operation, writes Scott Morrison 


T he Ekati diamond mine 
sits alongside an impor- 
tant caribou migration 
route in Canada's desolate 
Northwest Territories. 

Grizzly bears and other 
wild anim als are known to 
pass by occasionally, but the 
region was rarely visited by 
man until Broken Hill Pro- 
prietary, the Australian 
group, began developing the 
site almost two years ago. 

The logistical challenges 
of establishing a mine in the 
remote region around Lac de 
Gras, some 300 km north of 
Yellowknife, were com- 
pounded by an inhospitable 
climate that can send tem- 
peratures plummeting to 
min us 50 degrees Celsius. 

The mine site was far from 
ideal and many sceptics 
believed hopes of extracting 
diamonds from the Canadian 
tundra were a pipe dream. 

However, the operators of 
Canada's first diamond pro- 
duction facility celebrated 
victory with the opening of 
the US$700m mine last 
month. This was even more 
impressive given that BHP 
and Canadian minority part- 
ner Dia Met Minerals had to 
overcome a challenging 
political climate and contend 
with the demands of the 
region's native Indians. 

BHP could not have fore- 
seen the difficulties it would 
encounter, for it began 
developing the mine just as 


Canadian native groups 
were becoming much more 
assertive about their eco- 
nomic rights. 

Moreover, territorial gov- 
emment leaders were deter- 
mined to ensure the project 
would benefit the region. 
Ekati was viewed by native 
leaders and local politicians 
more as a vehicle for eco- 
nomic development than as 
a for-profit project 

Territorial officials and 
native leaders acknowledge 
BHP was quick to under- 
stand that for the project to 
succeed, the interests of the 
local population would have 
to be taken into account. 

The company spent sev- 
eral years negotiating with 
the territorial government 
and four native groups that 
claimed rights to the terri- 
tory on which the diamond- 
bearing kimberlite pipes 
were discovered. 

Graham Nicolls of BHP 
says the company was 
uncertain early on with 
whom it should be negotia- 
ting. Negotiations with 
native groups resulted in 
several impact benefit agree- 
ments that contain employ- 
ment targets, training provi- 
sions and other elements, 
including a financial compo- 
nent, the details of which 
remain secret. 

Native and territorial lead- 
ers were also very concerned 
about protecting the envi- 



Hard graft: establishing the mine has meant working In temperatures as low as minus 50 degrees 


moment and demanded that 
the company divert water- 
ways, safeguard against tail- 
ing spills and maintain the 
purity of a number of small 
lakes at the mine site. 

The secondary waste treat- 
ment plant at Ekati is the 
only one in the Northwest 
Territories and some observ- 
ers have noted that BHP has 
been held to higher stan- 
dards than any other minin g 
group in the jurisdiction. 


B HP's challenges 
extended far beyond the 
mine site as territorial 
leaders had other priorities. 
With the government cutting 
jobs and the recent closure 
of several gold mines, offi- 
cials increased pressure on 
BHP to deliver additional 
economic benefits. 

In possibly the most con- 
tentious Issue, government 
leaders demanded that BHP 
build a sorting and evalua- 


tion centre in Yellowknife 
and sell 10 per cent of the 
mine's output to buyers 

within the territory. 

Officials believed that 
would facilitate the creation 
of a regional diamond cut- 
ting industry. Failure to 
meet the demands, warned 
the territorial finance minis- 
ter, would lead to the imple- 
mentation of a “tax regime 
that would choke a mule". 

Although BHP was under 
no legal obligation, it agreed 
to build the centre and meet 
the demand of local diamond 
manufacturers that pay fair 
market value but It is not 
bound to provide a specific 
percentage of production to 
local buyers. 

Despite widespread initial 
scepticism about the project, 
all parties involved praised 
the co-operative effort that 
enabled the mine to open. 

Ekati is expected to pro- 
duce 3.5m to 4J>m carats a 


year soon, generating about 
USi400m-$500m in annual 
revenues. Native Indians 
have received training and 
jobs at the mine, as well as 
financial compensation. 


L ocal service and supply 
groups suffering from a 
drop in gold production 
have been revived by Ekati 
contracts. Sirius Diamonds 
will soon become the first 
gemstone producer to oper- 
ate from Yellowknife, with 
several other groups apply- 
ing to launch ventures. 

The territory’s leaders 
admit that Ekati alone can- 
not offset losses from gov- 
ernment cuts and reduced 
gold production, but say 
BHP was instrumental in 
establishing a co-operative, 
if occasionally difficult, part- 
nership that will serve as a 
template for other corpora- 
tions seeking to exploit the 
region’s diamond potential. 


As aluminium and copper 
prices toll again on Iho Lon- 
don Metal Exchange yester- 
day, Flemings Global Mining 
Group 'pointed out that 
many metals are trading at 
levels not seen since the 
1930s depression. 

Nick Moure in Flemings' 
Commodity Companion 
suggested output cuts by 
metals producers have only 
just begun and “will rise to a 
crescendo in the first half of 
1999". 

There is not one bullish 
market outlook for base or “ 
precious metals, he said, 
only “bullish tendencies” for 
gold and perhaps tin. 

Nickel provided the most 
action on the LME alter its 
strong rise on Monday. In 
early trading nickel for 
deliver}* in three months 
rose to £U60 a tonne. How- 
ever, trading was subdued 
because of a national holiday 
in Japan and the metal 
drifted back to close 
unchanged at S4.D80. 

World oil prices dropped 
back below $13 a barrel as 
the market awaited the 
weekly report on US stocks 
from the American Petro- 
leum Institute, due late last 
night. In addition, tensions 
between Iraq and the UN in 
the Middle East, which had 
helped prices early on Mon- 
day. appeared to have eased. 

In late trading on Lon- 
don's International Petro- 
leum Exchange, the Decem- 
ber contract for Brent blend 
was $12.94. down from Mon- 
day’s close of $13.06. 

On the London Interna- 
tional Financial Futures and 
Options Exchange, the great- 
est activity was in coffee, 
with traders watching 
reports on damage to arabica 
crops in central America. 

The January robusta con- 
tract ended up S2S at $1 ,698 a 
tonne. 
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COMMODITIES PRICES 


BASE METALS 


LONDON METAL EXCHANGE 

LPrices tram Antagnta l Metal Trading} 
■ AUMNHIM, 90.7 PURITY (S par tonne) 


Precious Metals continued 

■ ana cmei (loo Thu or, snrorot) 


GRAINS AND OIL SEEDS 

■ MEAT LFFE (IDO tames; E per tan) 


SOFTS 

■ COCOA LITE 00 tames; Eflomi 


MEAT AND LIVESTOCK 

■ UK CATTLE DC (ffl.ontts: ceriartH] 


JOTTER PAD 




C tee 
Previous 
MgMoft 
AM Official 
Kerb dose 
Open m. 

Total daft unaiw 


Cab 

1292X-3X 

1301-03 



sre 

Dft^ 

Opn 


sen Data 



Opaa 


Sen 

Oafs 


Opai 


Sett Day* " Open 



“ 


pries change (Sgti 

tow 1 W tat 


price change High 

Law 

VU 

M 


price ctaige Mgb 

law Vri tot 


Pries change Hgh Low Vol lot 


.. 

' / 

Dr 

2867 

-1 2 291.7 

2887 31,398 86193 

NO* 

80 40 -a/5 8Q.7S 

8030 

81 

266 

Dec 

1002 

-a 

1007 

1001 1590 49.428 

(toe 

64575 +0.400 64 700 63.750 75S2 43,865 




Frt 

291.9 

-11 2333 

2007 2,344 21,317 

Jan 

62.50 -0.6S 8100 

8225 

215 

2209 

Mir 

1035 

-3 

1042 

1034 1530 3S509 

Feb 

65.150+0725 65700 64.125 2,690 28.157 



- 

Apr 

293.6 

-1.2 2945 

292J 461 16150 

Mar 

M.50 -0.65 85JKJ 

8425 

228 

3,152 

May 

1053 

-3 

— 

- - 16863 


68.175+4350 66750 65^475 846 17^67 




Job 

295.1 

-12 298.0 

294.8 288 14,284 

Hay 

8650 -065 86.75 

8625 

131 

2250 

Jri 

107] 

-3 

1074 

1074 5 9.772 

Jan 

63975 +0J00 64JH0 63.400 517 16123 


.. . _ 

* * > 

Aua 

2965 

-1.2 

- 24 6304 

Jtri 

B8.50 -0.65 8675 

8850 

25 

236 

Sep 

1089 

-3 

1094 

1090 70 27.110 

Are 

63675+420] 63750 63775 338 6958 




Od 

297.9 

-1.2 3050 

3050 13 2 228 

Tntri 



712 

9764 

Dr 

ini 

-3 

1110 

1110 6 11.088 

Oct 

65925+4375 G635Q 65500 47 657 





Tata! 



34.7B0 186049 

■ WHEAT CHT (60008U rata; antefiUb DOM) 


Total 




2,7X1 15&J08 

TbU 

17099 106^37 


’ • • • 



■ AUMMUU AUXT (S per Wnei 


Dose 

Prevtaa 

ftgh/tow 

AM OtfcU 

Wit) dose 

Open rt 

Tutu Uaflp tumwer 

■ LEAD (S per tame} 


■ PLAIWIM NYMBf (SO Tray ML; 9Vft d£j 


Dec 

Jan 

341.0 

+45 

3435 

338.0 

1J2B6 15784 

Mar 

Apr 

342.5 

+45 

344.0 

3405 

69 

423 

May 

Jul 

3435 

+4.1 

- 

_ 

27 

137 

Jal 

Oct 

3446 

+3.7 

3449 

344.0 

91 

893 

Sap 

Total 





1,428 16737 

Doe 

M PALLADRM BIYMEX (100 Tray STray <0.1 


Total 


! COCOA CSCE 110 umex S/tamm 


- 307.00 2992S 9.494 40,117 


Cta* 

Previous 
rtgh/Vwi 
AM Official 
Kara aew 
Open rt 

Total <uft turnover 
■ WCKEL |S per tame* 


Dec 572.75 -025 274JX) 27250 94 2267 

Mm 271 £5 +0.40 273.00 273.00 3 658 

Jon 269.65 +0.40 289.00 299.00 
Total 100 3430 

■ StLVEfl CONEX ftjDQO Tnw «- ttavsUoy Oil 


M 319.75 +050 32100 31625 1.968 16.844 

Sep 328:00 - 33000 32450 54 700 

one 338.00 - 340 50 335 00 74 775 

Total 34300 132X48 

M MAQE CUT (5.000 Du mb; cenM® bBWl 


Dae 216.75 - 218.00 21525 40.415146282 

Mar 228.00 +0 50 22925 22600 ) 1.418 87,657 

Map 235 50 - 23620 234.00 2.104 34.237 

Jut 340.75 - 241.75 23025 3X96 42.156 

Sep 34625 - 247.50 245.50 301 6612 


Dec 1508 -9 1518 1505 7X81 26588 

Mar 1544 -9 1E2 1541 3,473 Z8.143 

May 1570 -10 1573 1569 38 7.728 

JM 1597 -10 1597 1597 97 1118 

Sap 1619 -10 1627 1620 698 2 534 

Dec 1649 -10 - - 20 5772 

Total 13,401 71325 

■ COCOA OCCO) (SOfTa/tomei 


35 - 525 +0-125 35590 34550 7,020 17.142 
42525 +0525 42700 41300 3,936 0.888 

45500+1.050 46.000 44.400 1,299 4.159 

54550 *0550 55000 53500 594 2518 

54.600+0.450 55500 53500 407 1587 

54525+0500 55.100 53500 248 1593 


'SB 


135B1 37507 


For solutions to today's crossword call 0891 430060. 
Calls cost 50p a minute. 


■ pan naiss cw-hoxocok csoum 


Mov 2 Pita 

Daft 115557 

■ CUH-fct lBFE (5 tames; SAome) 


494.1 -115 


501? -10 5 5055 5010 


Clasp 

Previous 

rogtirtooi 

AM Official 

Kelt) dose 

Open m 

Tom daft tunxwrr 
■ UN (S pa tana 

3995-4005 

3965-75 

4033-30 

66X8 

16892 

4060-70 

4030-35 

4130/4050 

40®r«J 

4075-80 

Clow 

5545-55 

5500-65 

PravWus 

5540-50 

5495-500 

HfthAow 


SI5/5SOO 

AM Officul 

5540-50 

5495-500 

Mrt oooe 


5515-20 

Open ML 

17.564 


■ lota daft tunwisr 

9.161 


6? ■ ZWC, special Mgh grade iS p« tame) 

Ok 

946 5-75 

968-7 

Previous 

9SC 5-53.5 

97C-73 

i High tow 


968963 

, AM DScal 

9465-76 

96M5 

. here ctesa 


956-7 

Obmi tm. 

89.623 


• Iota Italy urnorer 

21344 


■ COFFER, grade A 

per tonnfl 


dose 

1581-2 

1508-9 

PremnE 

1595-96 

1621-22 

rtgritow 


1618/1606 

l AM DflKUl 

1582-3 

IP 1-2 

1 here Hose 


1606-7 


ENERGY 

■ CRUDE 08. MYMEX (1.000 tanefe. S/tarri) 


6.475 42.553 

DBG 

K3.SQ 

- 2543)0 25225 613 19.118 

No* 

1910 

+30 

1910 

1875 834 6X13 

2 77 

Total 



58X81 338X61 

Jos 

1700 

+30 

1702 

1680 4X73 21.833 

205 16.457 

M BARLEY LFFE HOD tonneo; £ ner torewi 

Mar 

1655 

+M 

1657 

1620 1X78 6X30 

263 4,333 

— 




May 

1634 

+28 

1621 

1599 334 2X09 

11 ZB78 

Ho* 

78.75 

-075 

43 

•Jtod 

!619 

+28 

1608 

1595 158 747 

100 1.196 

Job 

80.75 

-0 75 

- B93 

Sap 

1804 

+28 

1597 

1583 69 245 

6J61 74,499 

Mar 

8275 

-050 

- 151 

Total 




7J6« 30329 


May 

83 75 

-050 

33 

■ cans v csce 137 . 5 a** cawm 


Sep 

02X0 

— - 

- - — 







Total 



1,12B 

Dee 

128.96 

+025 12925 119X011675 14X82 


Feb 46.425+1575 47.150 44500 1598 3564 

Mar 45550+1550 46.700 44200 80 380 

May 46500+0.775 46500 45500 26 175 

TOW 1582 4511 


CROSSWORD 

"NoX836""^"by"GRIFRN" 


LONDON TRADED OPTIONS 

SHaprtceStme — Cab— — P 


M SOYABEANS CUT <5.00(tai rat anttfHtt bod** 


Latest Day's 
price chares Mph 
14.16 -020 14 42 
1427 -015 1457 
14.55 -014 14.66 
14 75 -0.10 14.80 
1454 -0 16 
14.95 -0.18 


low Vol tat 
1410 80.911 130 7k 
1420 13550 62574 
1453 5.765 33520 
14 68 2.660 20.173 

- 261 14.926 

- 271 11719 

88558473,106 


M CRUDE OH. IPE (Manrtl 


Bov 550.75 -250 55175 550.00 11557 19.954 

Jto) 56050 -2.00 56350 558.75 32.504 84598 

Mar 588.75 -1.75 57150 507.00 4550 21303 

Hay 577.00 -2.00 57950 57650 1.241 11578 

JM 58550 -2.75 58750 58750 1582 16.786 

Aug 585.75 -175 58850 58750 309 1.226 

TOW 52581 147581 

■ SOYABEAN 0B. C8T ffiOXOmiE cantata) 

Dec 2454 -055 24.43 24.13 14.255 46525 


MOW +4 JO 117X0 1 1 ZOO 6.007 112J3 
11555 +350 11550 111.75 1523 4.995 
716.00 +2.75 11550 11300 255 2569 

115.75 +1.75 115.75 11450 38 1533 

116.75 +1.25 11650 11550 10 736 

21,394 34538 


■ AUMJRIM 

(99.7%) LME 

1250 — . 

1300 

1350 


Dec Ita Dec Mat 

61 6 9Z 22 

28 23 61 40 

9 54 30 60 


M COFFEE IKQ) (US rarts/powd) 


Gpn Days 
price dongs 
1256 -0.20 
1113 -0.13 
1358 -0.05 
13.54 -0 04 
13.71 -051 
1353 


Lorn Vol 
1280 26.374 : 

1358 15553 

1359 3.596: 

13.46 1J73 
1371 358 

1162 90 

nfa 


x 2454 -05 5 24.43 24.13 14255 46525 

m 24.44 -053 24.49 2425 3.35a IB. 027 

* 24.49 -054 2456 2456 1503 18560 

ay 2457 - 2452 24.45 946 9545 

4 2469 +0.04 2455 2455 434 71573 

ifl 24.66 -056 2470 2462 184 1561 

rW 21533 111,162 

SOYABEAN MEAL C8T HOD tars. Stall 


Hw 2 Prev. day 

Comp, daft 101.19 96.12 

15 day overage — 9543 9456 

M MOTE SUGAR UFfE (50 tames Stone) 


224.7 +15 225.0 2215 4,306 11371 

228.4 +4j4 228.5 2245 1588 15508 

2303 +43 228.6 228.5 It 3.106 

229.9 +2.1 2305 2285 30 2504 

2239 +1.8 2275 2265 2 2,130 

228.8 +55 231.0 2315 1 162 


HEATING CTL IWMEX 142500 OS bUS gaftj 


Open W. 

Tea da/j tara.tr 


■ UK AM OtHcH OS rate: 1.6538 
UK Closing OS rate: 15565 


Latest Days Open 

price cfcango Ugb Lea IM kit 
33.35 -001 3960 3955 13.078 56.758 

40 55 -0 06 40 75 40.00 2,629 32.458 

4140 -056 41.60 41.15 1650 25200 

41.80 -056 4150 4155 356 18.394 

4150 -051 42.00 4150 280 9179 

19,049183,748 


Dec 

141.2 

-0J 

142 6 

140.1 

8.904 

68.487 

■ SUGAR IV CSCE 11120008* unfcflbd 

Jan 

143.4 

-07 

144.5 

1423 

3.473 21,521 







Mar 

1473 

-05 

1401 

1458 

941 

17X20 

Hv 

787 

— 

7X8 

7X8 5X70 87X46 

Mft 

1506 

-04 

1518 

1496 

691 

9.747 

May 

7X5 

+035 

7X5 

7.79 

508 17.242 

Jri 

154 4 

-OB 

1555 

1532 

7B3 

12808 

Jri 

7X5 

+026 

7X5 

7X3 

283 14.773 

Are 

1502 

_ 

1567 

155.0 

674 

2.345 

Od 

an 

+037 

8.14 

8X4 

104 10,421 

Total 





16X9413720 

Mar 

828 

- 

B2S 

829 

57 7X05 

■ POTATOES LFFE 120 tames, £ per tome) 


May 

Total 

842 

+017 

” 

— 

40 5S3 

6ME7 137X41 


(Grade A) LME 

1500 

1000 

1700 

■ COFFEE LFFE 

1600 

1850 

1700 

■ COCOA LFFE 

10Q0 

1025 

1050 

■ BRBfT CRUDE FE 

1250 

1300 

1350 — 


Dec Kbt 
107 8 


40 40 

9 109 


92 70 

SO 1Z7 


Mr jan 
11 B 112 


Nov Jan 
18 57 


33 81 

a . in 


Dec tiar 
M 53 


S 30 

2 28 

Dec Jen 


Dec Jen 
15 . - 


LONDON SPOT MARKETS 

■ CRUDE Ofl. FOB (per barrel) +< 









I* t r»- + 1 

u it 1 . 


if ■>!! 


Spot 1 655? 3 ibBc 165Z1 6reic 16452 9 pfls 16359 


UGH GRADE COPPER iCOMOq 


Sett Oayto Open 

price rtai^H Hgb In fM M 

7230 -010 7235 7200 443 1.735 

72.55 -U25 7255 7115 6557 35527 
7290 -035 7273 7170 13 1354 

73.15 -0.25 7315 7310 13 1.256 

73 40 -035 7175 7310 SO* 9393 

73.70 -025 73 65 73 85 29 1,228 

7,557 87,388 


Sett 

price 

Mar 113 75 
Dec 11725 


Jan 121.00 

FM> 1244)0 


duug e tflgU 

-f.75 114.50 
-2JM 11825 
-1.75 121 JO 
-125 124.00 
-125 125 JO 

-1 JM) 12700 


YU tot 

7 JOTS 32X1 
4,798 43. 7SJ 
Ijm 25.450 
563 16.138 
258 11 961 
102 6303 
14,800174,194 


Nov 125J) +25X - 

Mar 180.0 +15X - 

Apr 27EJJ +9.0 2760 27210 257 1.870 

May 2S60 +90 

Jun 2960 +9D - - - - 

Total 257 L®0 

■ FRBQfT )BffFS0 UFFE (S10/1mla port) 

Nov 970 -40 MO 97D 19 375 

Dec 980 -50 980 980 8 232 

Jen 980 -50 1036 980 38 532 

Apr 101 a -35 1010 1010 7 530 

JJ 900 -20 900 300 7 263 

Total >9 *238 

Ctae Prav 
Bn 958 958 


■ COTTON NICE (50,000ms; eenMW 
Dec 67.09 -0JJ7 6623 573 


SIM -607 6623 8720 4210 36213 
67.20 +618 6725 66 70 2231 34278 
67m +607 STM 0720 282 14,171 
6600 -610 6825 67.70 328 16006 
B823 -632 6630 6825 32 883 

7276 95328 


Dutal S1647-254* -638 

Brerl Blend tab xQ S11.B8-1D4 -640 

Brant Bend (Dec) S1608-694 -645 

W.TJ. SI 4.19-422* -6365 

M 06 PRODUCTS KWC prompt dettery OF (tame) 


Neighbouring across clues contain each other’s cryptic 
elements but their definitions are correctly placed 


■ ORANGE JUKE NVCE (ISDOOUi iwfctoj 


11420 -1.40 11625 11420 177 1.072 

11665 -1.7D 11610 11526 1200 12982 

11720 -220 120.00 11720 124 5203 

11670 -1.35 12100 12000 60 1.387 

12120 -125 124.00 12400 51 G69 

121.70 -125 124.90 12420 99 66 

1211 ZtfiW 


NATURAL GAS il.OOD oitnitt pence pa tteraii 


PRECIOUS METALS 

■ LONDON BULLION MARKET 


Dec 15200 -0020 15240 15200 170 3280 

Jan 16.070+0240 16100 16090 120 3.900 

Total 1JJ0Q 24210 

■ NATURAL GAS H1WX (10.000 nvAu. STnanEfiLl 


PULP AND PAPER 

■ FULPES 0ULX lUSS: 24 » tfry firs) 


(Pites Hjppfied ft K M Rotfasridd) 



Latest Day*] 



Open 

GridfTreyita 

S price 

E aqriv 

SFi eqriv 


price ctange 


Low 

Vol tat 

Qase 

!S340-mS0 



Dec 

2.450 +0X63 

2460 

2250 32226 53.426 

Qpenre 

S9i029O 



Jan 

2.595 +0043 

2X10 

2X30 

9.716 34X94 

Hunting ta 

29010 

175255 

393 231 

Ft* 

2510+0038 

2535 

2.460 

3.706 21.57B 

ARsnxfi fac 

28381 

174 4IQ 

391.197 

Ms 

2.400 +0043 

2400 

2.350 

2174 19X19 

Day s High 

2902D-3QK 



Apr 

2270+0028 

2275 

2240 

549 12430 

Day's Low 

23820-28853 



Hay 

2210+0018 

2220 

2195 

298 9234 

Previous circs 

S2 10-29260 



Total 






Sea Daft open 

price dares Hgh Low W tat 

Dae <3025 +100 43025 42925 32 407 
Mm 45600 *025 45226 45126 '47 216 

Total 90 684 


VOLOME DATA 

Open Warest aid Wotame data ^nnn tor conbada 
Crated on COMEX. NYMEX C8T. MVCE, CHE. CSCE 
anf R Ciude Ofl an on day ta anean. Worn & 
Open interest BKMa are ter Ml tradad nmt>9 


FtnUES DATA 

M tatxa data sjppMDfCMS 


INDICES 


tore Ukr Mean Gold LomMir Rafis (ft 0S6? 

1 month 4.69 G moths 2-68 

2 raradhs .425 12 nxrtte 3.17 

3 raontto 4 15 

Saver tb p/bay «. US CO (X|Utv. 


M UNLEADED GA50UHE 

NYMEX (42.000 US gaOu oU3 gafe] 


Spot 496.00 29922 

StfvaT liraritaq Rates 

1 monih 3 70 6 racntlB 1 95 

2 months HO 12 mentta 1.75 

3 months 300 


aauCotaE 
bufenanj 
Hew Sowntpi 


Latest Day's Opes 

pries change Hta h Low Vol tat 
4345 - 44.35 43 50 13.130 32,996 

4320 -041 44.34 43.60 2,916 12,161 

4445 +DJS 4450 4425 481 4,965 

45.10 +623 4630 45.10 3S2 5.411 

4890 33 7IG3 

4695 - 138 5,423 

16D6D 78,117 


Tea tram the Tea Bratere 1 Asstxdatton 
fitewift a s p There was good bid breguUr 
demand. Bnghter BP18 wore firm to a llffle 
easier wtale motfiums firm to 6 cents 
dsarer, lower rrtedkims deSred by up to 
12 cents but planter sorts urers BteadyttS 
cents dearer. Britfsor PFIs were few » 8 
cents dearer, medum were firm with figh- 
ter Bquortng sorts ipnB certs dearer. 
Lower medium PFIs were firm to 5 mots 
Hghw; we*-made plainer descilptlona were 
Ann to dearer. Brighter PDusts tare easier 
wWle metiuma ware firm to 0 cents dearer; 
tower mediums and plainer types opened 
easier but closed firm. Brighter Dust is 


1 RMrtfiffi IBaa 18/9)31 = 10H 

2 Oct 30 month ago yarn age 

14819 1470.7 14472 1820.3 

M CBB Rtares (Bm: 1967 * 100) 

Oct 30 Oct 29 meet!) ago jeerago 

204.12 20328 

■ BSa Spot (Base 197P- HW 

Oct 30 Oct 29 {Doett ego year age 

14825 14649 15225 20663 

LME HMftfflQUSE STOCKS (tenon) 

AlUBMum -75 D 528J325 

NntUtal fifty +700 B 86,380 

Copper +200 to 46662S 

Lead 400 > HW50 

taefid -174 to «L43? 

2Ht -6 ITS to- 343.075 

Tin -45 » 7.980 


ftsakra Gasflte 

S14D-151 

-1 . 

Ges oa 

S112-113 

-2 

Heavy Fuel 01 

SSB-61 


NaphSa 

*134-136 

-8 

Jet tori 

SI 30-133 

-1 . 

Diesel 

SI 23-124 

-25 

■ NATURAL BAS (Peace/toonfi 


Bacton iDeq 

1520-1523 

•004 

Hmtum a 19 a ta liman mm 33B tm 


n onsn 



Goto (par tray rc)A 

3288X9 

-3J0 

Sftw (per Boy 

49600c 

■11X 

PWtaum (per tray otj 

3339X0 

+00 

Paladtom {per trey oil 

3273X0 


Capper 

7S.0c 


LaadfUSoni) 

4&DQc 


Tte (Xufia Umpun 

2035r 


Tin (Nm York) 

2616 


Cetee (Bn KKfd) 

78J0p 

♦1.11- 

Sheep (he origW) 

05.13p - 

-423* 

F5sb On wrigtyyt 

50.1 7p 

+245* 

Liil itay sugar (ram 

S187/J0 

-340 

Lon. day soar (met 

S224X0 

-1X0 




M*ra IUS Ho3 YekM] 

meat (US Dare North) 
Rubber (NortV 
Rutter (Oeof 
ftttter (KLRSSN0K 


AwamS 


ACROSS 

1 Stand behind garden fea- 
ture fj) 

5 A record salesman returns 
to help (7) 

9 Gather central heating 
salesman has taken one ( 5 ) 

10 Cheat friend endlessly per- 
haps (9) 

U Pushing Is not allowed by 
soldiers 19) 

12 Article with brown lining is 
bizarre (5) 

13 Music centre Pm repairing 
around mid-morning (5) 

15 No right to back fare 
increase (9) 

18 Races one into a cold cargo 
vessel <9) 

19 Boxer about to go into 
room (5) 

21 Protects cooker and sink 
with two keys (5) 

23 For one month continu- 
ously went down (9) 

25 A profit? It’s rather attrac- 
tive! (9) 

26 One old set needs replacing 
once more (5) 

27 Furnished a home in 
mahogany, for instance (7) 

28 Pupil gave up (7) 


4 Chief to visit sick record 
keeper (9) 

5 Overcharge silly folk up to 
£1,000 (5) - 

6 Marvels as HP is raised 
with one name forged (9) 

7 Bird damaged towel (5) 

8 Flood hill fissure {7) 

14 Is key to front door under 
harmonium as arranged? 
(9) 

16 Fat man caught or thrown 

outside (9) 

17 Join volunteers In harbour 
(9) 

18 Try and fail to resolve 
weakness (7) 

20 Rise and fail of rotter in 
French church f7J 

22 Of clear age but without a 
wrinkle! (5) 

23 Bread left in a lot of water 
(5) 

24 Play by a master on the 
way up (5) 

Solution 9,829 
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DOWN 

1 Couple grabbing about ten 
from an artist (7) 

2 North Carolina judge about 
to give testimonial (9) 

3 Dog rescued from some 
cruel men (5) 


!300CHa00n S0QDSG] 
naan n h d 
saaBHaan nnunBo 
a an h h n m a 
naans oanHanDEa 

so h b n D 
^SnaEQQ QQQnDDS 
□ □ o a in □ 
□asnson dDBCioni 
a m nj □ s n 
gmasaaraBB nB@na 

a S a B B □ Cl Q 

ssanaa sncnsnnBa 
quo a a b s 

□□HSQB aaQQDSQQ 


v*.. 

'**'*<*. * ■' 
• OLr .CL*4 


-3 XL 


• v • e .--i 






L- 






T& '3 

$ 
■i-rf 2^ 










laasasKittSBisuRa jnc<c« » 






































































































































.UsiW&itt aajssajis^siiBnriiijccB*'* 





































































































































Us. tfh . « acrJsastBCfjcsnriajr.naa - 













































































































FINANCIAL TIMES WEDNESDAY NOV EMBER 4 19VS 


r. K. V- 




LONDON STOCK EXCHANGE 


Late bout of profit-taking halts Footsie gains 


FTSE AB*Sbara index 


MARKET REPORT 


By Store Thompson, 

UK Stock Market Editor 


Investors rode on the 
European interest rate band- 
wagon yesterday, only to 
lose their collective nerve 
late in the day after Gordon 
Brown, chancellor of the 
exchequer, delivered his pre- 
Budget statement. 

On the face of it, there was 
little in the statement to dis- 
turb the feeling of well-being 
that has returned to UK 
stocks in recent weeks. 

Dealers said the late 
decline, which saw the FTSE 


100 index dribble lower and 
eventually finish 21.6 off at 
5,503.9, represented no more 
than a small dose of profit- 
t aking , prompted by a slug- 
gish Wall Street. 

London’s leading stocks 
initially fell In response to a 
dismal interim report from 
Marks and Spencer with 
Footsie felling more than 45 
points. 

But as the rooming wore 
on, the market shrugged off 
the news and seemed briefly 
set far a fourth consecutive 
positive session. At its best, 
over lunchtime, the Footsie 
was 41.0 higher at 5,566.5. 

There were solid perfor- 


mances from the market’s 
second-liners and small-caps. 
S mall er stocks once again 
outpaced their senior breth- 
ren and the FTSE SmallCap 

index chalked up its 17th 
straight gain, jumping 13.0 
to 2,048.0. 

That extended the rise 
since the index began Its 
marathon sequence of gains 
to 213.51 or 11.6 per cent. The 
FTSE 250, meanwhile, set- 
tled 23 j 9 firmer at <L9ii.7. 

Both the junior FTSE indi- 
ces were bolstered by the 
continuing weakness of ster- 
ling The Bank of England's 
trade- weighted Index dipped 
below the 99 level yesterday 


for the first time in many 
months. 

Apart from the Marks and 
Spencer setback, sentiment 
In London had been gener- 
ally positive and driven by 
strong expectations that 
domestic Interest rates will 
be cut again on Thursday 
when the Bank of England's 
monetary policy committee 
announces the outcome of 
its two-day meeting, which 
commences this morning. 

The market was said to 
have already factored in a 25 
basis points cut, which 
would be the second In less 
than a month after the Octo- 
ber 7 reduction, and tbe opti- 


mists continued to hope for 
an even deeper cut of 50 
basis points. 

Market bulls pointed to 
the continuing downward 
trend of European interest 
rates with Sweden. Spain 
and Portugal nudging rates 

lower yesterday, and many 

were hoping that policy- 
makers at the Bank of 
France and the Bundesbank 
will also sanction interest 
rate cuts after their meet- 
ings tomorrow. 

Looking even further 
ahead, the US Federal 
Reserve’s open market com- 
mittee bolds its next meet- 
ing on November 17 and 


some hope for a further low- 
ering of US rates. 

International stock mar- 
kets did nothing to dent Lon- 
don’s confident tone. 
Although Wall Street lost its 
upward impetus yesterday, 
it had finished sharply 
higher on Monday, with the 
Dow Jozies Industrial Aver- 
age pushing through 8,700 
and posting a 114-point gain. 
European markets were gen- 
erally flat and Tokyo was 
closed for the day. 

Turnover at 6pm came in 
at 953.9m shares, well ahead 
of recent daily levels. 
Around S3 per cent was In 
non-Footsle stocks. 
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Royal hit 
by rough 
weather 


COMPANIES REPORT 


By Peter John, Joel K9nzo 
and Martin Brice 


Royal & Sun Alliance 
mirrored tbe market's ner- 
vousness ahead of the com- 
pany's figures tomorrow. 

When the Footsie was up 
in early trading. Royal 
shares were lower despite 
their gearing to the market 
because of the company’s big 
equity portfolio. And when 
the index turned lower in 
the afternoon Royal fell fur- 
ther to close a net 24 Vs lower 
at 540p. 

Weather, rather than the 
state of the equity market, is 
likely to provide tbe main 
focus of attention at the ana- 
lysts' meeting. Royal has 
already indicated it could 
take a £50m hit from claims 
prompted by damage caused 
by Hurricane Georges. How- 
ever. the recent floods in the 
west of England, are . also 
expected to hit underlying 
earnings. 

And analysts will be 
keenly looking for signs of 
rising competition in an 
arena that has become 
increasingly harsh. 

David Hudson at Credit 
Lyonnais Securities, one of 
the bears of the sector, said; 
This is going to be a trau- 
matic quarter. We are at the 
bottom of the range but we 


will probably have to go 
lower again.” 

Worries about the pros- 
pects for the sector tripped 
over to Guardian Royal 
Exchange which dipped 5 to 
300p in spite of recurrent 
takeover talk. And it 
dragged down CGU by 19K 
to 970p. 

Hopes that UK retailers 
could escape the worst 
aspects of the economic 
downturn were dashed yes- 
terday by wbat specialists 
saw as a profits warning 
together with interim figures 
below expectations from 
Marks and Spencer. 

The bellwether reported 
pre-exceptional profits of 


£348.2m down from £452 .3m 
a year earlier. However It 
was the news it would not 
meet sales expectations for 
the rest of the year that 
shocked the market and sent 
the stock plunging. 

Dealers rushing to sell the 
stock sent it to a day’s low of 
398% p. One trader said: 
"There is no thing that stale 
bulls can hold onto in this 
stock.” The shares regained 
some ground to close 45 or 10 
per cent down at 404p, the 
lowest point for the stock 
this year and by far tbe 
worst performer in tbe FTSE 
100 yesterday. Turnover of 
34m made it the busiest 
stock during the session. 
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STOCK-MARKET TRADING DATA 
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Now 3 Hate based on EquAf dares feted on Its London Share Sendee. 


John Richards at BT Alex 
Brown chopped bis current- 
year profits estimate by 
£125m to £S95m and advised 
clients to "avoid” tbe shares. 
"M&S has to make a huge 
strategy adjustment in its 
buying in order to become 
much more competitive," he 
said 

Tony Shire t. at CSFB, now 
expects full-year profits to be 
10 per cent lower at £850m 
and be predicts the shares 
wifi fell further in the short 
term. "Marks has yet to see 
the full impact of a combina- 
tion of weak demand and ris- 
ing capacity,” he said 

M&S shares have retreated 
steadily from a 1998 high of 
619'Ap. They have underper- 
formed the FTSE All-Share 
by around 36 per cent since 
tbe start of January. 

Marks and Spencer cast a 
shadow over much of the 
retailing sector. Next fell 22 
to 493p while Debenhams 
surrendered 13 to 378%p. 
Boots also came under pres- 
sure, the shares declining 28 
to 881p. 

Poor figures from BP were 
ignored by the market, 
which pushed the stock 
higher in anticipation of the 
merger with Amoco. 


TENDER NOTICE 

UK GOVERNMENT EURO 
AND ECU TREASURY BILLS 

For tender on 10 November 1998 


1. The Bank of England announces I he issue by Her Majesty's 
Treasury of euro 600 million nominal of UK Government Euro 
Treasury Bills and ECU 200 million nominal oi UK Government ECU 
Treasury Bills, for lender on a bid-yield basis on Tuesday. 
10 November 1996. An additional euro 50 miflion nominal of Euro 
Bflls will be allotted directly to the Bank of England for the account ot 
the Exchange Equalisation Account. 

2. The Bills to be issued by lender will be dated 12 November 1998 
and wrt be in the following maturities: 

ECU 200 million of ECU Bills tor maturity on 10 December 1998. 
euro 500 million of Euro EKUa for maturity on 11 February 1999. 
euro 300 million at Burn Bills tar maturity on 13 May 1999. 

3. The tenders will be open to anyone who wishes to apply. AU 
lenders must be made on the primed application forms available on 
request from the Bank of England or. in the case of the market 
makers feted in the Euro Hfl Information Memorandum and the ECU 
Bill Information Memorandum (as supplemented), by telephone. 
Completed application forms must be lodged, by hand, at the Bank of 
England, Customer Settlement Services, Threadneedle Street. 
London not later than 10.30 a.m . London time, on Tuesday, 
10 November 1998. Payment for Biffs allotted w ill be due on 
Thursday, 12 November 1998. 

4. Each lender at each yield for each maturity must be made on a 
separate application form (ot a minimum of euro 500,000 nominal or 
ECU 500.000 nominal respectively. Tenders above tins minimum 
must be in multiples ol euro 1 00,000 nominal or ECU 100,000 
nominal respectively. 

5. Tenders must be made on a yield basis (calculated on the baste 
ot l he actual number ot days to maturity and a year ol 380 days) 
rounded to two decimal places Each application form must state the 
mammy date of the Bdls tor which application te made, the yield bid 
and the amount tendered for. 

6. Notification will be despatched on the day ol the tender to 
applicants whose tenders have bean accepted in whole or in pan. 
For applicants who have requested credit ot Bills in global form to 
their account with Eurodear or Cede) Bank, Btite will be credited in the 
relevant systems against payment. For applicants who have 
requested definitive Bills. Bills will be available tor collection at 
Customer Setttemarrt Services, Sank of England after 1.30 p.m. an 
Thursday. 12 November 1998 provided cleared hinds have been 
credited to the Bank of England's ECU Treasury Bids Account No. 
59005516 with Lloyds Bank PLC, Bank Relations. St George's House, 
PO Box 787, 6-8 Eastcheap. London EC3M ILL Definitive Euro Bills 
will be available in amounts ot euro 10,000, euro 100,000, euro 
1.000.000 and euro 10.000.000 nominal. Definitive ECU BOs wfll be 
available m amounts of ECU 10,000, ECU 50,000, ECU 100,000. 
ECU 500.000. ECU 1,000.000, ECU 5.000,000 and ECU 10.000.000 
nominal. 

7. Her Majesty's Treasury reserves the tight to reject any or part ot 
any tender. 

B. The arrangements for the tender are set out In more detail in the 
Information Memorandum on fire UK Government Eure Treasury Bill 
prograrrane issued by the Bank of England on behalf of Her Majesty's 
Treasury on 7 July 1998, the information Memorandum on the UK 
Government ECU Treasury Bill programme Issued by the Bank of 
England on behalf of Her Majesty's Treasury an 28 March 1989, and 
m supplements to the ECU Brl Jrrtorrartlon Memorandum. AJJ tenders 
will be subject to the provisions of the Information Memoranda (as 
supplemented) and to the prowsons of this notice. 

9. The euro 50 mfflion of Euro Bfc to be 3tiotled directly to the Bank 
of England lor the account ot the Exchange Equalisation Account wifl 
be for maturity on 13 May 1999. Those Bills may be made available 
through sate and repurchase transactions to market makers in order 
tn facilitate settiement 

10. Copies of the Euro BH Information Memorandum and ECU BiB 
Information Memorandum (and supplements to it) may be obtained 
from the Manager, External Debt, Foreign Exchange Division at the 
Bank ot England (telephone number 0171 601 5982). UK 
Government Euro Treasury Bills and UK Government ECU Treasury 
Blits are issued under the Treasury Bills Act 1877, the National Loans 
Act 1968 and the Treasury BBfo Regutationa 1968 as amended. 

Bank of England 

3 November 1998 


BUY IT! 


Recycled newspapers 
and magazines 


READ IT! 


made up over 40% of 
the raw material 


RECYCLE IT! 


used in UK newspapers 
in 1997. 


TO FIND OUT HOW YOU CAN 
HELP RECYCLE: 


DIAL THE 

FAX BACK NUMBER 

0660 616233 

0660 caffs cost 49p per minute 
at afi times 


<£> 


OR WRITE TO: 

1 RIVENHALL ROAD, WESTLEA, 
SWINDON, SN5 7BD 
TELEPHONE: 01793 879229 
FAX: 01793 886182 


Issued by the NEWSPRINT Ac NEWSPAPER INDUSTRY 
ENVIRONMENTAL ACTION CROUP 


The company released 
nine-month figures at the 
lower end of analysts' fore- 
casts. BP also warned that it 
continued to face “weak 
trading conditions”. 

However the shares 
jumped almost 40p in early 
trading following a strong 
rally over the past week and, 
although the Footsie slipped 
into the red during the after- 
noon, they still closed 10'A 

higher at 905'Ap. 

BT Alex Brown stressed 
its “buy" recommendation. 
The broker argued that 
while worries of a technical 
squeeze had driven the price 
higher “longer-term value 
remains, especially as the oil 
sector is, for the time being, 
depressed by an unsustaina- 
bly low oil price". 

John Toalster, at SG Secu- 
rities, said: “Investors' eyes 
are firmly focused on the 
jam tomorrow of the Amoco 
merger." 


Lucas move doubts 


The progress of Lucas 
Varity's plan to move Its 
fisting to tbe US market is 
looking increasingly difficnlt 
to predict 

Amid the uncertainty, vol- 
ume in the shares yesterday 
was 20m, the third busiest 
this year. They dosed easier 
at 208p, having risen from a 
52-week low of I68p in recent 
trading. 

The low was struck as the 
shares came under pressure 
because funds started to 
reduce their holdings in 
anticipation of the move. 


and analysts have been sug- 
gesting the recent rally has 
been prompted by a growing 
belief that the transfer will 
not now go through. 

One salesman said yester- 
day: “It's too dose to call.” 
Others suggested that, if the 
shareholder meeting on Fri- 
day blocked the move, the 
management may have to 
stand down. 

The move is almost certain 
to be agreed by the neces- 
sary 75 per cent of share- 
holdings by value, but to 
win the vote LucasVarity 
needs to win a simple major- 
ity of tbe 17,500 individual 
shareholders, many of whom 
hold the shares as a result of 
working for the company. 

BICC saw very brisk trade 
of 13m - the third -busiest in 
the past two years - ahead 
of a meeting with investors 
and analysts on Monday. 

While the company played 
down the meeting by saying 
it was merely to provide an 
update on its strategy, there 
were hopes that It would 
announce the sale of its Bal- 
four Beatty subsidiary. 

The shares were down l'A 
at 53Vip but are well above 
tbe 52-week low of 36ttp 
reached in recent trading: 

BSkyB fell 26 to 469p with 
Panmure Gordon reiterating 
its “sell” recommendation 
and 350p share price target 
The broker believes the 
earnings momentum has 
stalled and the pay-back 
from the broadcaster’s digi- 
tal investment is “unclear”. 

Alfred McAlpine bought 
bade L25m shares at 138%p 
through Cazenove. The pur- 
chase takes the buyback to 6 
per cant compared with the 
10 per cent Ln the pro- 
gramme. The shares eased 
1% at 136%p. 

Mobile telephone compa- 
nies were again in demand. 
Vodafone Group gained 14 to 
853p amid hopes of increased 
demand for mobile phone 
subscriptions in the Christ- 
mas period. SO Securities 
was said to have advised cli- 
ents to “buy" the shares. 
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Interest rate cuts fail to inspire investors 


MARKET FOCUS 


. ?* 


Oslo rides on 



WORLD 0VBW1EW 


Further gains in Asia and. 
three separate interest rate 
cuts in Europe failed to 
inspire stock markets yester- 
day as Investors mostly 
drifted to the sidelines, 
unites Jeffrey Brown. 

It was a day of taking 
stock, not helped by the 
Tokyo shutdown. Advances 
of mare than 2 per cent pre- 
dominated across Asia while 
in Europe. Spain. Sweden 

and Portugal all cut key 


rates by 25 basis points, but 
investors opted to assess 
recent progress. 

This has been significant. 
Since the lows of early Octo- 
ber. the FT/S&P World Index 
has risen almost 17 per cent 
while Europe, in similar dol- 
lar terms, has gained almost 
a fifth. 

Compared to Asia, of 
course, where four to five- 
week rallies in excess of 30 
per cent are commonplace, 
these solid improvements 
can look mundane. The lat- 


est blaze of eastern excite- 
ment centres on Hong Kong 
where the so-called China 
plays are turning in eye- 
catching performances. 

Yesterday, the red-chip 
Index shot ahead 12.7 per 
cent and H shares jumped 
10.5 per cent after the Inter- 
national Finance Corpora- 
tion. the unofficial referee of 
emerging market invest- 
ment. added both indices to 
its investable and global 
index series for China. 

The news lifted China's 


weighting in the 1FC Asia 
index from 2.4 per cent to a 
top of the line 10.7 per cent 
and significantly enhances 
the region's investment 
attractions. The red-chip 
index now stands at a star- 
tling 97.8 per cent above its 
September low. 

Most European markets 
gave ground. Trading vol- 
umes were on the thin side 
and an early show of weak- 
ness on Wall Street dictated 
final direction. Frankfurt 
lost l.l per cent and even 


Madrid, comfortably higher 
at one stage on the official 
rate cut. came off 0.6 per 
cent. 

The setback for German 
equities took some of the 
shine off the theory that the 
latest wave of European rate 
cuts were a precursor to a 
downward move tomorrow 
by the Bundesbank. 

The consensus view is that 
the central hank win again 
stay its band in spite of the 
likelihood of weak German 
industrial production figures 


for September, due out the 
same day. 

However, although the 
need to allow fellow EU 
member countries to bridge 
the convergence gap may be 
dictating policy at present, 
few observers doubt that the 
Bundesbank wiD move lower 
at some stage. 

And support may come 
from across the Atlantic. 
HSBC expects US interest 
rates to come down by a fur- 
ther 50 basis points before 
the end of this year. 


recovery wave 


^ ■ .-1 


Wall St rally Madrid sees early gains melt 


runs into 


EUROPE 


heavy selling 


AMERICAS 


US shares moved lower in 
early trading, reversing the 
recent strong run, with high- 
tech and small-company 
shares soaking up much of 
the selling pressure, writes 
John Labate in New York. 

The Dow Jones Industrial 
Average was down 5.92 by 
early afternoon to 8,700.23. 
The broader Standard & 
Poor’s 500 index fell 2.66 to 
1,108.94. 

Wall Street's recent rally 
has taken many by surprise, 
given widespread uncer- 
tainty about future earnings. 
But recent cuts In interest 
rates by the Federal Reserve, 
and the expectation of future 
reductions proved enough to 
stop the market falling back 

“What concerns me Is how 
the market's rallied back 
and taken some of the small- 
cap stocks up 50 per cent to 
200 per cent in just several 
days,” said Warren Epstein, 
director of trading at Rich- 
ard Rosenblatt & Co in New 
York. He felt equities may be 
in for another round of 
sharp selling if earnings and 
economic expectations for 
next year worsen. 

The high-tech weighted 
Nasdaq composite index was 
off 16451 or 0.92 per cent at 
1.78420. The Russell 2000 of 
small-cap shares also pulled 
back, down 1.47 to 38525. 

Financial shares were 
mixed. Citigroup plunged 
S2ft or 4.7 per cent to S43U 
as uncertainties continued to 


mount after the surprise res- 
ignation of Its president But 
MBNA plunged mare than 10 
per cent or S2ft to $20% after 
Merrill Lynch cut its short- 
term rating to “neutral” 
from “buy". 

Select cyclicals continued 
to stand out on the upside 
with investors. Paper shares 
were strong, with Georgia- 
Pacific up $lft to $52$. 
Among Dow component 
cyclical stocks. Union Car- 
bide surged $2ft to $42- and 
General Electric climbed Sift 

tom. 

In the insurance sector. 
Aon fell 72 per cent to $56ft 
after the company Issued a 
profits warning. Investors 
also sold major internet 
shares. Amazon.com fell 
to tlBOft and Yahoo! $2% to 
S142ft. 

TORONTO ran into modest 
profit-taking with sentiment 
not helped by a slow opening 
on Wall Street Most heavy- 
weight sectors moved lower, 
and at noon the 300 compos- 
ite index was off 46.36 at 
628920. 

Banks, a strong market 
lately, fell back. Royal Bank 
of Canada dipped C$1.15 to 
C$7125 and Bank of Nova 
Scotia lost 80 cents at 
C$31.85. Canadian Imperial 
retreated 65 cents to C$3125 
in busy two-way volume. 

In golds. Barrick shed 40 
cents to C$31.45 and Placer 
Dome came off 15 cents at 
C$2320. Among industrials. 
Northern Telecom shed 25 
cents to C$67.90. 


Sao Paulo plays catch-up 


SAO PAULO moved ahead as 
it tried to catch up with 
other markets following a 
public holiday on Monday, 
and the Bovespa index rose 
275 or 3.9 per cent to 7223. 

Investors bought shares in 
response to Monday's rise In 
international markets, 
although traders said the 
focus was likely shift to 
domestic politics. Congress 
is expected to vote on a 
reform bill, seen as a precur- 
sor to the approval of gov- 


ernment austerity measures. 

BUENOS AIRES failed to 
move in tandem with the 
rest of the region and fol- 
lowed Wall Street lower. The 
Merval index fell 125 or 0.3 
per cent to 47328. Investors 
are cautious ahead of the 
spate of third-quarter results 
an nounc ements. 

MEXICO CITY, which was 
closed on Monday, tracked 
Brazilian shares, and the IPG 
index advanced 727 or 02 
per cent to 4,082.13. 


Profit-taking hits Jo’burg 


SOUTH AFRICA 


Johannesburg was broadly 
lower as investors took prof- 
its In gold shares after the 
bullion price weakened. The 
gold Index tumbled 45.7 or 
4.4 per cent to 990.5, but Lhe 


overall index held its losses 
to 18.5 at 5,959.0. 

Financials dropped 47.4 to 
9,571.7 although Nedcor 
managed a 380 cent rally to 
R116. Industrials were fiat, 
with the index just 1.2 
weaker at 6.6602. 


Shares in MADRID followed 
Wall Street lower, shedding 
earlier gains made after the 
Bank or Spain took the mar- 
ket by surprise with a 25 
basis point cut in its money 
market repo rate. The gen- 
eral index, higher in each of 
the three previous sessions, 
closed down 4.94 to 78445. 

Banco Santander fell PtaSO 
to Pta2,660 following a bro- 
ker's downgrade. Banco Bil- 
bao Vizcaya lost Pta30 to 
Pta 1,975. 

TabacaJera. the tobacco 
group, fell PtaSO to Ptaa.400 
on worries over crop damage 
in Honduras and Nicaragua 
caused by Hurricane Mitch. 

Investors focused on third- 
quarter earnings with Rep- 
sol. which releases nine- 
month figures tomorrow, up 
Pta90 to Pta”, 180. 

STOCKHOLM failed to 
capitalise on the central 
bank’s 25 basis point rate 
cut, and the general index 
fell 36.07 or 12 per cent to 
2,99828. 

Shares opened slightly 
higher in response to the cut 
in the repo rate by the Riks- 
bank. but profit- taking trig- 
gered by a lower Wall Street 
and poor nine-month results 
depressed prices. 

SEB, the commercial bank, 
fell SKr2.50 to SKr82 after 
reporting a third-quarter loss 
as it set aside provisions for 
its Russian exposure. 

Ericsson fell SKrl.50 to 
SKrl82. while Astra, which 
posted earnings figures in 
line with expectations on 
Monday, rose SKrl to 
SKrl33. 

PORTUGAL edged lower 
in spite of a rate cut by the 
Bank of Portugal, with the 
BVL 30 index closing down 
7.06 to 4,79025. 

The central bank cut its 
repo rate by 25 basis points 
to 3.75 per cent. However, 
shares lost earlier buoyancy 
as the leading European 
bourses and Wail Street gave 
up ground. 

FRANKFURT paused after 
three days of gains and the 
Xetra Dax index turned 
lower, closing down 53.15 at 
4,70922. 

Deutsche Telekom lost 
89 pfg to DM45.41, hit by 
comments by Ron Sommer, 
the chief executive, that a 
price war among Germany's 
long-distance telephone com- 
panies would make it harder 
to produce "results that our 
shareholders expect". Ana- 
lysts dismissed a subsequent 
statement from the com- 
pany, denying that the com- 
ments amounted to a profits 
warning. 

SGL Carbon, the carbon 
and graphite group, tumbled 
DM1540 or 11.4 per cent to 
DM120 after the company 
unveiled nine-month figures 
at the lower end of expecta- 
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HK looks afresh at red chips 


ASIA PACIFIC 


A burst of liquidity into 
BONG KONG's red-chip 
stocks sent prices in the sec- 
tor soaring. The Hang Seng 
China-Affiliated Corpora- 
tions index surged 128.17 or 
12.7 per cent to close at 
1,139-46, reaching its highest 
level since June 1. 

Analysts noted there had 
been no change In funda- 
mentals. Rather, every com- 
pany with links to China 
was attracting investments. 

Moreover, the Interna- 
tional Finance Corporation's 
decision to include red chips 


Tokyo was dosed lor the 
Culture Day public holiday 


in its investable and global 
index series for China had 
prompted some potentially 
long-term portfolio shifts. 

Merrill Lynch has said it 
suspects the $40bn-S45bn of 
emerging market funds that 
the IFC estimates use its 
indices as a benchmark will 
have to take another look at 
China, and specifically at red 
chips. 

Merrill analyst John Pin- 
kel said portfolio shifts could 
have a significant impact on 


red-chip prices since investa- 
ble China involved a small 
free float of less than $20bn. 

The Hang Seng index, 
meanwhile, added to Octo- 
ber's 29 per cent advance 
with a day's rise of 188.44 or 
12 per cent to 10,358.52 in 
turnover that picked up to 
HK$12.1bn. 

JAKARTA put on 34 per 
cent as Investors bought 
blue chips on the back of 
strong regional gains, unde- 
terred by the weakening 
trend in the rupiah. The 
composite index closed 928 
higher at 317.13. 

Telkom, up Rpl50 to 
Rp2,l75, and Indosat, Rp650 
higher at Rp9,425, were lifted 
by overnight gains in the 
companies' US listings. 

BANGKOK rose sharply as 
retail Investors targeted the 
bank and finance sectors. 
The SET index closed 12.49 
or 3.7 per cent bigher at 
347.42 Banks jumped 6.7 per 
cent while the finance sector 
managed to put on 6 per 
cent 

The building and telecoms 
sectors also made strong 
gains , rising 5-5 per cent and 
4.6 per cent respectively. 

TAIPEI moved lower after 
news of payments defaults 
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alarmed investors. Two Insti- 
tutional and two Individual 
shareholders defaulted on 
T£»7m worth of stock bar- 
gains. 

Financials fell 3 per cent 
and the heavyweight elec- 
tronics sector came off 1.4 
per cent. The weighted index 
closed 146.65 or 2 per cent 
lower at 7.071.44. 

SYDNEY ran Into late 
profit-taking, turning a high 
on the All Ordinaries index 
of 2,696.5 into a closing level 
of 2.6752, up 3.1. 

News Corp climbed 36 
cents to AS1L.39 while in a 
generally weak banking sec- 


tor ANZ advanced 35 cents 
to A$980. 

MANILA gained ground 
for the eighth consecutive 
session, helped by the con- 
tinued strength in the peso. 
The composite index closed 
up 46.60 or 2.7 per cent at 
l £01.64 - just above its 1800 
resistance. 

Philippine Long Distance 
Telephone gained 45 pesos to 
1,010 pesos on its talks with 

potential investors into the 
company. Officials have said 
that the group was in talks 
with Hong Kong First Pacific 
and SBC Communications In 
the US. 

Metro Pacific, the Filipino 
subsidiary of First Pacific, 
rallied on its parent's talks 
with PLDT, and closed up 48 
centavos to 184 pesos. 

SINGAPORE closed flat 
after an early rally ran out 
of steam. The Straits limes 
index brushed an intraday 
six-month high of 1,318.86 
before turning back to close 
just 023 higher on the day at 

1.263.47. 

The local and foreign 
tranches of banking stocks 
featured again among the 
session's top gainers, fol- 
lowed closely by property 
issues. 
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tions and warned that full- 
year profits would be lower 
than 1997. 

Banks remained under 
pressure as Goldman Sachs 
downgraded its 1998 earn- 
ings estimates on Dresdner 
Bank, Deutsche Bank and 
HypoVereinsbank. Hypo- 
Vereinsbank lost DM485 to 
DM122.50 and Deutsche 
Bank fell DM2.10 to DMlOC. 
Dresdner Bank, weak on 
Monday after its nine-month 
figures felled to live up to 
some expectations, was flat 
at DM66. 

Adidas-Salomon, the 
sportswear and equipment 
maker, continued its slide 
from Monday when the com- 
pany reported a slowdown in 
third-quarter earnings 
growth and predicted a net 
Ion in the fourth quarter. 
The shares lost DM10 to 
DM175. 

PARIS derived support 
from the day's interest rate 
cuts and the CAC-40 index 
finished 14.04 higher at 
3,583.64. off a high of 3,61686. 

Profit-taking in Alcatel 
sent the stock FFr8 lower to 
FFr603. France Telecom lost 
FFr7 to FFr379, unnerved by 
Deutsche Telekom on pric- 
ing pressure. 

Pharmaceuticals group 
Sanofi, a recent outper- 
formed fell FFr17 to FFr843 
as the company unveiled 
lower third-quarter sales. 

AMSTERDAM traded nar- 
rowly to close 380 higher at 
1,034.40 on the AEX index 
with another solid day for 
financials proving the best 
feature. 

ENG added a further FI 2.80 
to FI 100.70 and Aegon 
gained FI 380 to FI 17480 as 
interest rate cuts elsewhere 
in Europe kept hopes for a 
downward move shortly by 
the Bundesbank - and there- 
fore the Dutch central hank 
- firmly on investors’ agen- 
das. 

BolsWessanen. which 
recently came In for positive 
broker comment, jumped 
Fi 1.10 or 4.7 per cent to 
FI 24.60. In contrast. Hein- 
eken tumbled FI 5 or 48 per 
cent to FI 97.70. 

ZURICH ran into profit- 
taking that sent the SMI 
index down 458 to 4,596.5. 


Swiss Re, however, outper- 
formed the blue chips, jump- 
ing more than 7 per coat in 
early trade on news of a sur- 
prise German financial 
merger involving an insurer 
in which the Swiss group 
holds a large stake. Shares 
in Swiss Re closed SFrl43 
higher at SFr3,175. 

Swisscom, a strong per- 
former since its debut last 
month, gave up SFr680 to 
SFr478 as the stock ran into 
profit-taking. 

SGS, the troubled cargo 
inspection and testing group, 
shot up SFr72 to SFrl,M0 on 
news that it was to axe 116 
jobs in Geneva. 

MILAN fell back cm profit- 
taking in thin trading, and 
the Bfibtel index edged down 
54 or 08 per cent to 20804- 

Mediolanum, the mutual 
fund, rose LI 81 3 or 28 per 
cent to L45880 on hopes of 
lower interest rates and an 


inflow of funds. Telecom 
Italia fell L155 to L11850 on 
disappointment over the 
board's failure to appoint a 
managing director at its 
meeting on Monday. 

Fiat rose L17 to L4.780 on 
persistent speculation over 
an international alliance. 

BRUSSELS was higher on 
the back of a stronger dollar 
and gains in some cyclical 
stocks. The Bel -20 index 
firmed 31.67 to 3J26284. 

KBC Bancassurance 
gained ground in a technical 
recovery rising BFrl40 or 58 
per cent to BFr2,565 after 
coming under pressure In 
recent sessions from a series 
of large sen orders and some 
downgrades by analysts. 

Chemicals group Tessen- 
derlo also found demand on 
the view that the stock 
looked cheap. The shares 
rose BFri20 or 68 per cent to 
BFr2860 as a firmer dollar 
raised the prospect of better 
returns from Its US 

operations. 

ISTANBUL soared 58 per 
cent, still etching op with 
advances in neighbouring 
markets during the long 
weekend break marking the 
75th anniversary of the 
Turkish republic. 

The IMKB National-100 
index finished 131.17 higher 
at 2,407.72, piercing key 
resistance at 2800, in a rally 
led by blue-chip financials. 


Written and eefited by Michael 
Morgan, Jeffrey Brawn, Emfko 
Terazono and Peter HaB 


Although It ran into a squall 
of profit-taking yesterday. 
Oslo remains one of the 
stronger performing stock 
markets since the recovery 
for European equities got 
underway last month. 

The benchmark Total 
index stood at 1.423 in the 
first week of May. Five 
months later, it bad almost 
halved to 766. Yesterday It 
ended at 1,002.70. down 2.6 
per cent on the day but still 
32 per cent above its low fur 
the year. 

Never before has the Nor- 
wegian share market risen 
so far in such a short space 
of time, the Oslo Exchange 
happily reported in its 
monthly bulletin. 

Share prices have risen on 
the back of positive eco- 
nomic signals from outside 
Norway such as the refinan- 
cing plan for Japanese hanks 
and the recent cuts for US 
interest rates, says Peter 
Warren, chief trader at Fin- 
ansbanken in Oslo. 

One of the key factors in 
Oslo’s swings has been the 
improved oil price, a signifi- 
cant factor In Norway's ener- 
gy-based economy, says 
Bengt Bangstad. Oslo stock 
exchange spokesman. 

In addition, the krone 
rebounded when the central 
h ank announced last month 
it would start support 
operations. The krone depre- 
ciated in mid-October to its 
lowest level since August, 
forcing the central bank to 
raise interest rates by 300 
basis points. 

Now investors, who a few 
weeks ago anticipated inter- 
est rates would remain high, 
share a common view that 
rates will go down in 1999. 
and possibly in 1998, says Mr 
Bangstad. 

Financial and IT stocks 
have led the recent rally, the 
indices 46 per cent and 44 
per cent respectively - above 
October lows. 

Among financials, better- 
than -expected earnings from 
Norway's two largest banks, 
Den norske Bank and Chris- 
tiania Bank, helped regain 
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lasses following DnB’s profit V 
warning in September. • 

Svenska Handels banker), rjS 
Sweden's largest bank, has 
also helped to pm fresh life 
in the banking sector with a 
surprise countcr-bid for 
Fokus Bank. 

Christiania Bank and the 
state-owned Postbanken ore 
considering a three-way 
merger with Fokus Bank. On 
the day of Handelsbanken's 
announced cash bid of 
NEr70 per share. Fokus 
Bank rose 178 per cent to 
NKT6380. 

Doubled profits Crum Mer- 
kantildata. a computer com- , 
pany. and interest in tele- 
communication stocks, such, i- r % 
as Netcom, led the IT IndesSt ..- V 
to rebound 18 per cent in 
October. 

After the IT sector, off- 
shore sector stocks showed 
the strongest growth, rising 
338 per cent. Shares ln-p|] 
service group Petroleum '■** 
Geo-Services, the fifth -in 
weighting on the stock 
exchange, rose 29 per cent 

Yesterday, however,, the 
sellers were out in force, " ’ 
pocketing some .of these 
gains. Kvaemer, the Angkfc l- 
Norwegian construction and 
engineering group, lay at the 
root of the problem, spook- ax: 
ing sentiment with a snr- - 
prise profits warning •barely 
a week after the appoint- . 
ment of a new chief execu- 
tive. 
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The bank that makes bond markets. 
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Our gujding principles are 
quality, security, liquidity and 
yield. 

As a leading fixed income 
house, we are the largest 
constant issuer of Bank 
Bonds in Germany. Our 
national and international 
experience makes us a 
reliable counterparty for 
all major borrowers and 
investors. This applies both 


to the Deutschmark and to 
foreign currencies. 

Find out how we can look 
after your interests) and call; 
Bond Trading/Sales Dusseldorf 
(+49)211 826 3133, 

(+49)211 326 3132, 

(+49)211 826 3741. 

Bond Trading /Sales London 
(+44) 171 444 7843; 

Primary Market Dusseldorf 
(+49)211 826 5988- 
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